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THE INDIAN ECONOMIC SCENE—SOME ASPECTS* 


Quite naturally, I feel greatly honoured at being elected President 
of the Indian Economic Association for this year and to be in the Chair 
at this our Fortieth Annual Conference. I am deeply thankful to the 
members of the Association for this. 


2. We are grateful to the Nagpur University for inviting this 
Conference here and for the excellent arrangements they have made 
for our stay and for our deliberations. We are all looking forward to 
a useful three-day session in this friendly and hospitable atmosphere. 


3. Meeting in Nagpur, I am reminded of my first visit to this 
great city as a Congress volunteer in 1923, of my arrest, and imprison- 
ment in the local Central Jail, which was, then, filled to capacity, my 
fellow-prisoners, like my fellow-delegates assembled here today, coming 
from all parts of the country. It is a happy coincidence to be in this 
historic city again, to participate in the deliberations of the Indian 
Economic Conference. 


4. We have assembled at a time when the country is passing 
through a multi-phased crises in the economic sphere. We are up 
against a general rise in prices, which began in May, 1955, a short- 
age of foodgrains as reflected in a bulge in foodgrain prices, a de- 
ficiency of internal (financial) resources for implementing the Second 
Plan, and a scarcity of foreign exchange with a continuing drain of 
our reserves, which commenced in April 1956. After some hesitation, 
I decided to avail of this opportunity to join in the discussion on some 
aspects of these crises. 

I. Rise in Prices 


5. We shall take first the crisis on the price-front. The move- 
ment of prices during the first Plan period and after falls into three 
more or less distinct phases. During the first phase, which covers the 
first two years of the Plan (1951-52 and 1952-53), prices, after touch- 
ing the. post-Korean peak of 458 in April 1951, fell by 20 per cent to 


*Presidential Address to the Fortieth Conference of the Indian Economic 
Association at Nagpur, December, 1957. 
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a low of 367 in May 1952 (August 1939= 100) ; the fall in prices was 
due, principally, to a failure of money supply to keep pace with the 
expanding output. During the early part of the second phase, which 
covers 1953-54 and 1954-55 prices appeared to be about stabilising 
at a level somewhat above the low of May 1952. Instead, they slipped 
down an inclined plane, from August 1953 to May 1955 (to 342), 
the aggregate fall during the two phases being 25 per cent. The fall 
in prices during the second phase may be ascribed, principally, to the 
important role which foodgrain prices play in the determination of 
our (wholesale) prices. Foodgrains account for 67 per cent of Indian 
agricultural production and 31 per cent of the entire wholesale trade 
of the country. The output of foodgrains in 1953-54 rose by 17 per 
cent relatively to the preceding year and remained at high level in 
1954-55. This coupled with the restrictions on their exports and the 
low elasticty of demand for them depressed their prices by about 33 
per cent during a period of 20 months ending May, 1955. This acted 
as a drag on wholesale prices. 


6. Since May 1955, when the third phase began, prices have been 
moving upward. Except for brief and minor breaks in September 1955 
and October 1956, the rise in prices continued even during the period 
of the usual seasonal easiness between September and December. Bet- 
ween May 1955 and the close of August 1957, prices rose by 29 per 
cent, an annual rate of about 13 per cent. During the same interval 
Food Articles rose at an annual rate of 26 per cent, the all-India 
working class cost of living at an annual rate of 10 per cent, and the 
price of gold at an annual rate of 5 per cent. Manufactured Articles. 
which had remained remarkably steady for about four years, joined 
the other commodity groups, in about January 1956, in the upward 
march of prices and, looking to the period as a whole, rose at an an- 
nual rate of 3 per cent. 


7. Since August 1957 there has been a welcome break in most of 
the price indices ; at at 30 November, 1957 the General Index, Food 
Articles, and Industrial Raw Materials were lower by about 3 per cent. 
This may be the combined result of the measures adopted by the Gov- 
ernment and the seasonal factors. 


8. The rise in prices during the third phase would seem to be 
mainly a monetary phenomenon—a case of money supply outpacing 
output. At the close of 1954-55 the index of money supply was at 109, 
while the index of real national income was at 108 (1952-53= 100). 
In 1955-56, while the index of real national income had moved up to 
110, the index of money supply had jumped to 124 at the close of 
the year. As at the close of October 1957, the index of money supply 
was at 129, the seasonal peak of the year, attained in May, being 135. 
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9. For an answer to the question of how this imbalance in money 
supply and national product came about we must turn to the Union. 
budget deficits—the more active of the two monetary taps during the 
post-war period. In the latter part of the First Plan period, with the 
accelerated public sector investment, overall budget deficits spurted 
up. To begin with (in 1953-54 and 1954-55), the inflationary impact 
of the budget deficits was moderated by net sales of permanent debt 
by the banking system (including the Reserve Bank). But in 1955-56, 
to the flow of money from the budget tap was added the flow of 
(bank) money from the banking system—the second monetary tap. Dur- 
ing the year the banking system turned net buyers of Government debt ; 
and, their reserves being augmented through deficit financing, bank de- 
posits, which had been on the decline, moved up—a process, which 
had begun in 1954-55. 


10. In 1956-57 both monetary taps ran freely—bank money rose 
by Rs. 77 crores and the budget deficit amounted to 266 crores, both 
of which were record figures. Plan investment, which had started 
gathering momentum in 1955-56 (and was at Rs. 667 crores), is cur- 
rently running at the budgeted annual rate of Rs. 900 crores and the 
budget deficit of 1957-58 is expected to amount to about Ré. 315 crores. 
Viewing the two years (1955-56 and 1956-57) together, of a total public 
sector investment of about Rs. 1,500 crores, roughly a third represents 
finance by created money. Bank deposits, during the current financial 


year, have been moving up at a rate which contrasts with the rate of 
their increase during the corresponding part of last year. 


11. In 1956-57, the inflationary impact of these forces was 
moderated by the record payments deficit of the year, Rs. 280 crores, 
equivalent moneys were taken out of the expanded circulation to 
acquire foreign exchange from the Reserve Bank to cover the payments 
deficit. The same factor has been exerting a moderating influence 
during the current year as well, the payments deficit as at 6 December 
1957 being Rs. 253 crores. 


12. Since our budget deficits represent excessive investments in 
the public sector, to remedy the inflationary situation, we have neces- 
sarily to prune the Plan. One cannot press the accelerator of govern- 
mental outlay with one foot and, in an effort to contain the inflation- 
ary impact of over investment, jam the brake of bank credit with the 
other. Bank credit and central bank money being organically inter- 
related, and, as credit forms the lesser part (about 30 per cent) of 
the total monetary circulation in India, it is not reasonable to expect 
to be able to control the volume of money supply by turning down 
the screw on bank credit while leaving the budget tap to run freely. 
This is more likely to create undue stresses and strains, in particular, 
in the organized sector of the economy, which depends on the banking 
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system for its credit needs, and produce adverse reactions on econo- 
mic activity and the national product, rather than help to alleviate the 
malady of inflation. Inflation can be corrected only by putting a stop 
to it—by a downward revision of investment in the public sector to 
the sum of the revenue surpluses (if any), the subscriptions to public 
debt from out of the savings of the community, small savings, the 
superannuation and other miscellaneous funds at the disposal of the 
Government, and imported savings. Simultaneously, any tendency on 
the part of commercial banks to finance over-investment in the pri- 
vate sector should be prevented by appropriate credit control. 


13. The public sector resources listed above do not include de- 
ficit financing. Even as the safe amount of liquor which may be allow- 
ed to an individual, who is already under its heavy influence, consist- 
ently with a speedy return to sobriety, is zero, the amount of deficit 
financing (in the Indian sense of creating money media to pay Gov- 
ernment’s investment bills), which is permissible in a background of in- 
flation, consistently with an early return to monetary stability, is zero. 
Our policy decision that deficit financing on the scale originally con- 
templated (Rs. 1,200 crores over the five-year period) is untenable is, 
therefore, most welcome. But we still think in terms of deficit financ- 
ing by Rs. 900-1,000 crores.‘ Allowing for Rs. 500 crores of deficit 
financing during the first two years of the Plan, this implies that, dur- 
ing the following three years, it may take place at an annual rate of 
Rs. 130-165 crores. 


14. It is significant that, during the first four years of the First 
Plan period, there were no inflationary pressures, notwithstanding a 
total deficit financing of Rs. 403 crore. At the close of the period, 
the General Index was, in fact, about 13 per cent lower than at the 
beginning of it. The absence of inflationary pressures was owing to 
investment during the Plan being matched by equivalent voluntary 
savings, foreign aid and drafts on the currency reserves, though the 
performance on the price plane was due also to prices at the beginning 
of the Plan period being at the peak of the post-Korean boom. As- 
suming an average rate of 6 per cent of the national income (Rs. 50,030 
crores), total domestic savings of the First Plan period may be placed 
at Rs. 3,000 crores. Adding to this the utilised amount of foreign aid 
(Rs. 204 crores) and drafts on the currency reserves (Rs. 138 crores), 
and deducting from it the use of savings for the purchase of gold 
(estimated at a total of Rs. 190 crores), the net available investment 
resources (Rs. 3,150 crores) approximated to the estimated First Plan 
investment (Rs. 3,100 crores). 


15. Viewing the period yearwise and from the operational angle, 
in 1951-52, the budget was in surplus. During the following three 


i 


Finance Minister’s speech in Lok Sabha, 21 November, 1957. 














INDIAN ECONOMIC SCENE 831 


years, the monetary effect of deficit financing, which amounted to 
Rs. 288 crores, was neutralised to the extent of Rs. 123 crores by the 
sale of permanent debt to the public by the banking system (see Table 
1). The latter was, thus, in effect, instrumental in canalising private 
savings into public sector investment. The balance of the funds re- 
sulting from deficit financing was, apparently, absorbed by the high 
rate of increase in the national product during the first four years of 
the Plan (16 per cent). The situation changed in 1955-56. Deficit fin- 
ancing during the year having been accelerated, it produced pronounc- 
ed inflationary pressures. 


16. By contrast, the Second Plan aims at investing far more than 
the available resources. On the basis of a rise in national income of 
20 per cent, and a rise in the rate of saving to 8 per cent, in 1960-61, 
the total amount of domestic savings of the Second Plan period may 
be estimated at Rs. 4,600 crores. Assuming that the withdrawals from 
the currency reserves since April 1956 were all for investment in the 
Plan, the additions to the resources under this head (past savings) 
amount to Rs. 533 crores. The magnitude of foreign aid is an un- 
certain figure. But, following the Plan, if we place it at Rs. 800 crores 
for the public sector and Rs. 100 crores for the private sector, and 
allowing for the use of savings for the purchase of gold (which we may 
place at Rs. 190 crores as during the First Plan), the total available 
resources would amout to, in round figures, Rs. 5,900 crores. This 
covers the public, the private and the non-monetised sectors. 


17. Total investment, on the other hand, is placed at Rs. 7,400 
crores (comprising Rs. 4,800 crores in the public sector, Rs. 2,400 
crores in the private sector, and Rs. 200 crores of withdrawals from 
the currency reserves). Since then the necessity for stepping up this 
figure, mainly in order to be able to attain the original physical targets, 
by amounts varying from Rs. 500-800 crores, has been indicated. 
Allowing for this, the total contemplated investment under the Second 
Plan may be placed at a round figure of Rs. 8,000 crores. This in- 
cludes the public and the private sectors, but excludes the non- 
monetised sector. The Second Plan programme of investment would, 
thus, appear to be too high by an order of magnitude of Rs. 2,500 
crores. 


18. The decision of the Government to rephase the Plan is, there- 
fore, most welcome. The revised targets are not yet available. This 
would depend upon the extent of foreign aid. But the Finance Minister 
indicated in Lak Sabha on 21 November 1957, that the “ financial ceil- 
ing” for the public sector would be Rs. 4,800 crores. This amounts, 
firstly, to an elimination of the additions made after the publication 
of the Plan document, and, secondly, to a downward revision in real 
terms as prices in 1952-53, on which the Plan targets are based, were 
lower than current prices. In terms of 1952-53 prices, the new ceiling 
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would amount to Rs. 4,350 crores*, of which the outlay during the 
last three years of the Plan (1957-58 to 1960-61) would be Rs. 2,880 
crores. Over the five year period, the revision, thus, amounts to a 
token cut of Rs. 450 crores, as against a résources gap of Rs. 1,700- 
2,000 crores (for the public and the private sectors put together). 


19. The view has been frequently advanced, and widely accepted, 
in India that, in a developing economy, a secular tendency to a price 
rise will exist, though prices may fluctuate. Notwithstanding our ex- 
perience during the First Plan, this is regarded as an axiom of econo- 
mic growth, it being considered unnecessary to support it by logic or 
evidence. A too ready acceptance of this view has led to the corollary 
belief that a little inflation can not only do no harm but is, in fact 
healthful external evidence of econgmic development. But it is diffi- 
cult to see why it should not be considered much more logical that 
prices should fall, instead, of rising, as development would signify 
improved efficiency and reduced costs. If investment is limited to the 
available resources and inflationary finances does not take place, there 
is no reason why the general price level should rise significantly. In- 
vestment in the public and the private sectors would be, then, in sub- 
stitution of private (or public) expenditure on consumption and money 
incomes may not exceed the rate of expansion of real output. General 
prices would rise when, savings falling short of investment demand, 
the gap is filled by created money and money incomes outpace output. 
Thus, it is over-investment that would cause inflation, not economic 
growth. What is natural under rapid economic growth is a functional 
rise in prices whereby productive resources are canalised into the de- 
sired trades and industries. Such relative price changes need not cause 
a general uptrend in prices. 


II. Rise in Foodgrain Prices 


20. The rise in foodgrain prices is part of the problem of the 
general rise in prices. The price movements since May 1955 exhibit 
a sharp bulge in the prices of Food Articles. As against a rise in the 
General Index at an annual rate of 13 per cent, Food Articles rose 
by about 21 per cent, rice by 26 per cent and wheat by 23 per cent (as 
at September 1957. If we took the mid-year peak figures, the percent- 
ages would be higher (see para 6 above). This bulge in prices was not 


2. This figure is arrived at-as under‘:— 


Investment in Crores of Rs. at: 


Current Prices 1952-53 Prices 
1955-56 ... ows _ one 675 713 
1956 57 ... ose —_ aad 825 758 
1957-58 to 1960-61 oe ace 3,300 2,883 


Total ave 4,800 4,354 
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owing to any shortfall in supplies. The market supplies of foodgrains 
in 1956-57 were at a post-war peak of 70 million tons, comprising 
68.6 million tons of domestic production and 1.4 million tons of im- 
ports during the calendar year 1956. Domestic production in 1956-57 
was very close to the peak attained in 1953-54 (68.7 million tons). The 
output of rice in 1956-57 rose by 4.8 per cent and of wheat by 5.8 
per cent relatively to the preceding year. The market supplies of food- 
grains in 1955-56 were 65.6 milliin tons (including imports of 7 lakhs 
tons in the calendar year 1955). 


21. In 1953-54 and 1954-55 the output of foodgrains had amount- 
ed to 68.7 million tons and 66.6 million tons, respectively, 
or less than in 1956-57. And yet foodgrain prices had, then 
declined at an annual rate of 37 per cent between August 1953 and 
May 1955. The rise in prices since May 1955, notwithstanding the pro- 
gressive increase in market supplies, is significant. It reflects, as does 
the rise in the General Index, the rapid expansion of money incomes. 
The bulge in the prices of foodgrains was principally due to the fact 
that in a poor economy, such as ours, where consumption of food 
by vast masses of the people was below nutritional standards, a rise 
in money incomes was apt to be spent first on foodgrains. The scarcity 
of foodgrains was thus, an artifically created market scarcity, being the 
outcome of the inflationary demand far them for exceeding the in- 
crease in their output and imports. 


22. Recently, the food supply position seems to have deteriorated. 
The Minister of Food and Agriculture is reported to have told the Con- 
gress Parliamentary Party, on 27 Navember 1957, that 3 to 4 million 
tons of food crops had been damaged by drought. If domestic out- 
put fell, there was a danger of a worsening of the price situation as 
the expansion of inflationary demand would be, then, accompanied by 
a reduction in the supplies and the gap between supply and demand 
will widen. 


23. The part played by the hoarders of foodgrains in the food- 
grain crisis is capable of being exaggerated, though anti-hoarding 
measures are a necessity. While, doubtless, hoarding of foodgrains in 
times of scarcity was an anti-social activity and merited the punish- 
ment it deserved, we cannot ignore the fact that hoarding was more 
a consequence, than a cause, of the inflationary price rise, though it 
fanned the flames of inflation. The additions to the pipe-line stocks 
are induced by the expectation of the price rise which inflation would 
cause. we cannot remove the cause by tackling one of its consequences. 
Nor would it be correct to view the foodgrain traders, comprising vast 
numbers of competing dealers scattered over the country, as though 
they were a monolithic, monopoly organization bringing about the price 
rise through concerted action. When inflationary conditions prevailed 
and were expected to continue, hoarding tended to become an en masse 
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operation of the entire body of traders, even non-traders' joining their 
ranks while the phenomenon lasted. According to the Report of the 
Foodgrains (Asoka Mehta) Enquiry Committee, in 1955-56, the first 
year of the price rise, the additions to the pipe-line stocks were made 
mainly by the trade. In 1956-57, when the price rise continued un- 
abated, their ranks were joined by producers, big and small, the latter 
being responsible for “ a large part of the stock-holding ” (Report, p. 41). 


24. Nor were fair price shops a remedy to the inflationary price 
rise, though they may provide welcome relief to some. In one market 
there cannot be two prices for the same commodity at one and the 
same time. The market will gobble up the supplies made available at 
the lower price (the price in the fair price shops) as speedily as they 
may be released, the absorption capacity of the market being always 
larger than the amounts put on the market while release prices were 
lower than the currently ruling market prices. So long as a price diff- 
erential remained, complaints of too small and too slow releases will 
exist and a part of the releases will leak into the “ black ” market. 


25. The price effect of the foodgrain distribution would depend 
upon the extent by which the market deficit was covered by imports 
and not upon the distribution through fair price shops,—the latter was 
merely a matter of machinery. Internal procurement from surplus 
farmers and surplus areas would not cover the deficit as it would 
merely shift the supplies from the private to the public sector. It the 
imports were released on the open market at market prices, the price 
effect may not be different. Distribution through fair price shops 
would involve a subsidy to the buyers who may not necessarily he 
the more needy consumers. With our budgets in dificit, we can ill- 
afford to engage in haphazard subsidies. 


26. It is also difficult to see how a policy of “ progressive and 
planned socialisation of the wholesale trade in foodgrains”, as re- 
commended by the Foodgrains Enquiry Committee (Report, p. 86), 
may help to solve the problem of food scarcity. To replace the pre- 
vailing arrangement of a large body of competing dealers spread round 
the country by a monolithic monopoly organization (the Foodgrains 
Stabilisation) would not correct the situation of excess demand born 
of over-investment. Its ability to gain control of all the surplus stocks 
in the country in times of emergency would depend upon its success 
in preventing the producers, big and small, from hoarding under the 
inducement of a price rise. It is exceedingly doubtful if the proposed 
monopoly set up would amount to any lesser distribution cost to the 
economy than the cost of the present machinery of the wholesale 
trade. We cannot be too sure that the farmers, in the long run, may 
expect a better deal from a mammoth monopolist buyer than from a 
free market. There follow in a train the related issues of the con- 
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sequences of a possible shift in production from foodgrains to com- 
modities which offer free market prices and profits. This may lead 
us, by degrees, to extension of the area of nationalisation. Indeed, the 
Foodgrains Enquiry Committee has suggested that, as the “ prices of 
competing crops like cotton or oilseeds and of industrial products like 
cloth, fertilisers, iron and steel, etc., are very important from the point 
of view of an effective price policy ”, the Foodgrains Stabilisation Or- 
ganization “should examine not only food prices as such but also 
the prices of the related consumer and producer goods” with a view 
to “ maintaining a reasonably stable price structure ”. 


27. In a closely integrated modern economy, this is a natural 
eventuality of an attempt at price regulation of a major item of produc- 
tion like foodgrains. The examples of Canada, Italy and Japan, in 
the matter of state intervention of the trade in wheat and rice, and of 
U.S.A., in the matter of price support of agricultural produce, are little 
justification for the colossal undertaking which nationalisation of the 
foodgrains trade and price stabilisation of foodgrains would involve 
in India. In their case, the commodities concerned account for but a 
small fraction of their national income, and the mishaps attending 
state intervention would be of minor consequence to the economy as a 
whole. They can well afford their hobby. In India, by contrast, food- 
grains comprise a large sector of the national economy and foodgrain 
prices represent the core of the price structure. Apart from the question 
of finding the necessary capital and of the scarcity of personnel, we 
cannot tamper with the working of our food economy and expect to 
get away with it. For a solution of the prevailing food problems, which 
is principally a monetary phenomenon,, it is not necessary to think in 
terms of long-term price-stabilisation of foodgrains, and of the con- 
juncturally related consumer and producer goods. 


28. If the price rise of foodgrains must be prevented, it is obvious, 
that two corrective measures are essential. Firstly, as in the case of 
the general price rise, the programme of investment must be pruned to 
avoid further deficit financing. Secondly, the gap in foodgrain sup- 
plies, which has resulted from inflation hitherto, should be covered 
wholly by imports. If the inflationary demand for foodgrains is not 
stopped by the first measure, the gap in supplies will keep widening 
and the need for imports will increase. 


III. Scarcity of Internal Financial Resources 


29. We may now pass on to the problem of the shortages of 
internal (financial) resources and of foreign exchange for the Plan. In 
a market regulated individualist economy the mechanics of gaining 
hold of investment resources is for the Government (to meet the needs 
of the public sector) to transfer into the national exchequer a part of the 
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savings of the community through revenue surpluses, the issue of mar- 
ket loans, Small Savings, and other budgetry devices to which we 
referred earlier, and for the private sector to plough back pofits, to 
issue shares and debentures, or to raise loans from the banking system. 


30. The contribution to Second Plan finance from the national 
revenues would appear to have been, on the whole, proceeding accord- 
ing to expectations. The target of revenue collections for the Second 
Plan was placed at Rs. 5,450 crores, or, an annual average of 
Rs. 1,090 crores (including the Centre and the States). This was ex- 
pected to permit a saving of Rs. 800 crores to meet Plan expenditure 
debitable to revenue. The budget expectations of the first two years of 
the Second Plan place revenue receipts, at 1952-53 prices, at an annual 
average of Rs. 1,103 crores, or a trifle more than the annual average 
of the target. On the expenditure side, the target figures have been 
somewhat exceeded. The annual average of the expenditure amounted 
to Rs. 1,142 crores, leaving an annual deficit of Rs. 39 crores. Under 
the Plan targets the annual average deficit under this head was placed 
at Rs. 10 crores. The excess expenditure was mainly owing to the 
revenue parts of the budgets of the States showing deficits, which had 
begun in 1954-55, as against surpluses in the preceeding years. 


31. The position. with regard to the collection of private savings 
through market loans and Small Savings has been different. Receipts 
from permanent debt in 1956-57 (Rs. 141 crores) had fulfilled the an- 
nual average of the target (Rs. 140 crores). It is interesting to 
enquire whether this represents contributions from the genuine 
savings Of the community. The target under market loans (Rs. 700 
crores in five years) was based on the experience of the last 
two years of the First Plan (1954-55 and 1955-56), when receipts from 
market loans averaged about Rs. 92 crores (including the Centre and 
the States) per year. Given some additional effort, it was thought that 
the target for loans may be attained. 


32. During the four years ending 1953-54, net collections from 
market loans were negative, the annual average net redemptions being 
Rs. 2.7 crores. The sudden jump in the receipts under this head 
thereafter does not indicate a sudden shift of preference of the savers 
for Govrnment loans. The jump would seem to be the resulted of 
the inflationary increase in money incomes, which ensued from deficit 
financing, a part of the increase returning to the Government by way 
of subscription to permanent debt. In 1955-56, for instance, the bank- 
ing system (including the Reserve Bank) and the Union Government 
issued out Rs. 188 crores of money (the former by the purchase of 
permanent debt of Rs. 65 crores and the latter by the issue of Tre- 
asury Bills of Rs. 123 crores). On the other hand, the public (out- 
side the banking system) returned to the Government, as subscrip- 
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tions to permanent debt, Rs. 81 crores of money (see Table 1). View- 
ing these operations as a whole, the entire subscription to the perman- 
ent debt represented created money. So far from a part of the * genuine * 
savings of the public flowing into the coffers of the state, there ensued 
a net addition (of Rs. 107 crores) to the monetary circulation and 
“forced saving” resulted. 


33. Being an offshoot of deficit financing, the subscriptions to the 
loans are comparable to the water seeping into a well near a canal. 
Even as the well may dry up without the canal, subscriptions to the 
loans may dry up, or assume their pre-inflationary proportions, in the 
absence of inflationary finance. If we are prepared to step up the issue 
of Treasury Bills it should be possible to step up sufficiently the ex- 
pectations from market loans. In 1956-57, the issue of Treasury Bills 
jumped up to Rs. 240 crores (from Rs. 123 crores in 1955-56) and 
receipts from market loans rose to Rs. 141 crores (from Rs. 86 crores 
in 1955-56). Viewing the economy as a whole, there is little to be 
gained from this phenomenon of paper funds yielding paper balloons 
of public debt subscription. It causes investments to take place in the 
public sector to which no genuine savings correspond. 


34. Small Savings represented about 16 per cent (Rs. 239 crores) 
of the public sector investment (about Rs. 1,500 crores) during the 
First Plan. Receipts from them rose from Rs. 33 crores in 1950-51 
to Rs. 67 crores in 1955-56. In 1956-57 they declined to Rs. 65 crores. 
The decline appears to have continued in 1957-58, the collections dur- 
ing the first six months of the year amounting to Rs. 22 crores as 
against Rs. 34 crores during the corresponding period of 1956-57. 


35. The causes of the decline in Small Savings, notwithstanding 
continuing inflation, would seem to be related to, firstly, the hoarding 
of foodgrains by the farmers and, secondly, the general rise in the in- 
terest rates which had reduced the relative attractiveness of Small Sav- 
ings, especially in the background of the current rate of fall in the 
value of money. 


36. We have seen that during 1956-57 producers, big and small, 
have been responsible for a large part of the stock-building in food- 
grains. Funds, which might have flowed into Small Savings, have 
been, apparaently, diverted into the finance of this activity. With 
foodgrain prices rising, since April 1956 and as at August 1957, at an 
annual rate of 18 per cent, money falling in value at an annual rate 
of 9 per cent, and the yield on small Saving being 2-4 per cent, this 
is but a natural development. Part of the Small Savnigs was drawn 
into the banking system, as interest rates on 3 months’ deposits with 
banks rose, during this period, to 44 per cent in Bombay, and a part 
may have gone elsewhere, as the interest offered by other parties was 
still higher. 
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37. It was, therefore, a step in the right direction to raise the 
interest rate on Postal deposits to 2} per cent and to introduce two new 
instruments of Small Savings with an yield (which is tax-free) of 4.25 
and 4 per cent.’ This has arrested the fall in the receipts from Small 
Savings, the collections in the second quarter (July-Sep.) of the current 
financial year (Rs. 16 crores) being not far from the collections of the 
corresponding quarter of 1956-57 (Rs. 18 crores). This demonstrates 
the importance of the interest rate as a factor in attracting savings. 


38. Viewing the receipts of the Government from permanent 
debt and Small Savings, the purchase of permanent debt by the bank- 
ing system, and the issue of Treasury Bills by the Government (see 
Table 1) the following facts emerge. Firstly, the subscriptions to per- 
manent debt and the Small Savings until 1954-55 represented the 
‘genuine’ savings of the community. In 1955-56 these subscriptions 
(Rs. 81 crores and Rs. 67 crores, respectively), represented a return a 
to the Government of part of the expansion of money resulting from 
the issue of Treasury Bills (Rs. 123 crores) and the purchase of per- 
manent debt (Rs. 69 crores) by the banking system. The net result 
was “forced saving” of about Rs. 40 crores. This phenonmenon was 
repeated in 1956-57, the amount of the “forced saving” of the year 
(on account of public sector investment) being Rs. 62 crores. 


39. Secondly, over-investment by the State, by forcibly taking 
away resources from the private sector, led to the spread of the prob- 
lem of shortages to the latter sector as well. Unwilling to submit to 
this encroachment, the private sector responded by seeking more 
credit from the banking system, which the latter was in a position to 
extend because of the augmentation of its reserves following deficit fin- 
ancing by the State. This tussle for resources by a large crowd of in- 
dividual firms is reflected in the phenomenal jump in Scheduled bank 
credit from Rs. 54 crores in 1954-55 to Rs. 120 crores in 1955-56 and 
to Rs. 239 crores in 1956-57 (Table 1). The all round pull for invest- 
ment resources in short supply drove their prices up and individual 
firms find the need for finance mounting up for the attainment of the 
same physical targets. There follows a scramble for funds as well as 
for resources. 


40. The starting point of the trouble was over-investment. When 
the needs of the Plan exceed the amount of savings, the savings gap 
gets manifested, in the sphere of finance, in the inability to raise re- 
sources. otherwise than through an excessive creation of money. So 
long as the savings gap remained, the financial shortage will remain 
too. Creation of money was no solution to the problem. In fact this 
will accentuate the problem, as, by dissipating savings, inflation will 
widen the savings gap. 


a 


Finance Minister’s Budget Speech of 15 May, 1957. 
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41. It was, therefore, little use trying to close the financial gap 
by budgetry manipulations, by inducing increased subscriptions to 
loans and Small Savings, by increased taxation, by State Trading, or 
by an extension of nationalisation, whatever may be the usefulness and 
desirability of these measures in other respects. It is also of little avail 
to tighten the screw on bank credit. This, among other things, will 
recoil on Governmental financing, as would seem to be the case to-day, 
by a reduced flow of funds (savings) into loans and Small Savings 
from the private sector, which is the main sustenance of Governmental 
finance. If we insist that the Scheduled banks do not finance the public, 
the public will reply by refusing to finance the Government, as it has 
now to finance itself. The financial gap is really the savings gap 
appearing in another form. If the Kamhal is too short, whatever we 
may do, to cover the head would be to leave the feet bear, and vice- 
versa. The only corrective to the situation is to put a stop to over- 
investment, and the sooner this is done, the earlier shall we reach 
economic and monetary stability. 


42. Thus, the principal explanation of the shortages of internal 
financial resources, which we afe experienceing to-day, is over-invest- 
ment. The only corrective to the situation is to put a stop to over- 
investment. This must begin from the side of the State, which is 
what induces an inflationary expansion of money incomes through the 
exercise of its monopoly power over the issue of central bank money. 


IV. Foreign Exchange Scarcity 


43. The scarcity of foreign exchange is part of the wider prob- 
lem of the scarcity of resources for the Second Plan. The current re- 
ceipts of foreign exchange falling short of the current needs, we have 
been drawing on our currency reserves. To utilise excess currency re- 
serves for economic development is the most natural thing to do in a 
background of scarce investment resources. But, lately, as a result of 
the drain, currency reserves have fallen to record low levels and the 
fall seems to be continuing. 


44. At the close of 1945-46, the reserves (Rs. 1,769 crores in- 
cluding gold) represented 145 per cent of the note circulation, (Rs. 1,219 
crores) as against 63 per cent before the war (end of 1938-39). In 
about a decade thereafter the order of our sterling balances problem 
has been reversed, from one of super-abundance to one of scarcity 
bordering on crisis. The division of assets with Pakistan and heavy 
payments deficits in certain years brought down the reserve ratio to 
54 per cent at the close of the First Plan period (31 March 1956). 


45. The deterioration was rapid thereafter. The reserves fell even 
during the second half of the financial year (Oct.-March) when our 
current account payments are generally in surplus. Since 1 April 1956 
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(except for a nominal increase of Rs. 68 lakhs in the last week of 
October 1957), the reserves declined without a break, the loss during 
1956-57 (including the use of I.M.F. resources) being Rs. 280 crores, or 
a monthly average of Rs. 23 crores. During the current year, from 
1 April 1957 to 6 December 1957, the loss amounted to Rs. 253 crores 
(or Rs. 32 crores per month), the total loss during the 20 months of 
the Second Plan period being Rs. 533 crores. The Second Plan had 
visualised a withdrawal of Rs. 200 crores from the reserves. During 
the past two months the rate of decline has slowed down somewhat to 
a monthly rate of Rs. 22 crores. This is the part of the year when 
our current accounts payments are ordinarily, in surplus. As at 6 
December 1957 our reserves (including gold) amounted to Rs. 426 
crores, the surplus above the latest minimum being Rs. 226 crores. If 
our payments position did not improve and the drain on reserves con- 
tinued at the rate of the past 8 months, this surplus may last for an- 
other 7 months. 


46. To meet the situation resulting from the drain, we adopted 
several measures. Firstly, on 6 October 1956, by the Reserve Bank 
of India (Amendment) Act, 1956, gold in the reserves was revalued 
from Rs. 21-3-10 per tola (the 1927 parity price) to Rs. 62-8-0 per tola 
(the Sept. 1949 parity price). Secondly, by the same Act, we abadoned 
the outmoded system of relating the minimum reserves to the note cir- 
culation and prescribed, a fixed minimum reserve of Rs. 515 crores, of 
which Rs. 115 crores should be in gold. In emergencies, the foreign ex- 
change part of the reserves may be reduced to Rs. 300 crores so that 
the irreducible amount of the reserves was Rs. 415 crores. Thirdly, 
early in February 1957, we arranged for a loan of Rs. 6lcrores ($127.5 
million) from the I.M.F. and a stand by credit of Rs. 35 crores ($72.5 
million). The latter was used in June 1957. The total loans from the 
Fund (Rs. 95 crores). were exhausted in 34 months. Fourthly, with 
effect from 2 August 1957, the minimum reserve was lowered to Rs. 300 
crores. Fifthly, by Ordinance of the President, the legal minimum re- 
serve was lowered to Rs. 200 crores (including a minimum of Rs. 115 
crores in gold) with effect from 31 October 1957. In November 1957 
the Ordinance was replaced by an Act-of Parliament. 


47. Payments difficulties are not an essential concomitant of 
economic development. If investments are limited to total savings and 
foreign aid, interactable payments deficits need not arise. The activity 
of saving will, then, make available the requisite foreign exchange, if 
need be, through increased exports or reduced imports, any short-fall 
in its supply being made good from the reserves. This is well illus- 
trated by our First Plan experience, when, investments having been 
roughly balanced by the net available resources, our current account 
balance of payments were in surplus in four out of the five years, the 
net deficit of the period being Rs. 30 crores. 




















INDIAN ECONOMIC SCENE 841 


48. The position would be different if part of economic develop- 
ment was financed by created money. By adding to the money incomes 
of the community, this would enhance domestic consumption. As 
however, the national product will not have risen in the meanwhile 
(and as there would be a tendency to add to the pipe-line stocks in a 
background of inflation), enhanced consumption would take place at 
the expense of exports or through increased imports. In either case 
the payments position would deteriorate. Persistent payments diffi- 
culties are an automatic reflex phenomena of continued domestic 
inflation. 


49. The prevailing foreign exchange crisis is attributable to this 
factor principally. In the last phase of the First Plan, when inflation 
began, our current account balance of payments showed reduced sur- 
pluses. In 1956-57, the first year of the Second Plan, there appeared a 
yawning gap in payments, the total amount of it for the year being 
Rs. 280 crores, an all time record (if we exclude the drop of Rs. 588 
crores in the reserves in 1948-49, which is attributable to the division 
of our assets with Pakistan). During the current year, as at 6 December, 
the annual rate of the payments deficit is Rs. 376 crores. 


50. Statistics of the volume of imports and exports are true to 
expectations (Table 2). Pushed up by the inflationary demand, the 
index (1952-53—100) of the volume of imports rose from 116 in 1955- 
56—it was at 110 in 1954-55—to a monthly average of 135 in the 
first nine months of 1956-57 (the monthly average of the corresponding 
period of the preceding year being 107). Some have attributed the jump 
in imports and the payments difficulties to the policy of import libera- 
lisation in 1956. This is true only in a formal sense. Behind the in- 
creased imports was the deeper functional cause, namely, the growing 
inflationary pressure of demand for import goods. Liberalisation of 
imports was only an operational factor at work. The freer, issue of 
import licences permitted canalisation of this basic casual factor in an 
increased flow of imports. In the absence of this outlet, the deeper 
casual factor would have further corroded into exports so that the pay- 
ments difficulties would have continued. 


51. The index of the volume of exports was at 115 in 1955-56. The 
first nine months of 1956-57 saw a decline in them to 107, the cor- 
responding figure for the same months of the preceding year being 113. 
It is significant that notwithstanding the release of the inflationary 
pressures through the import valve, part of these pressures worked 
on exports. 


52. Imports of finished consumer goods are severely restricted by 
exchange control. During the past about two decades of exchange re- 
strictions, exigencies of payments have caused a material decline in 
their amount, excluding food imports, they amounted to Rs. 78 crores 













































842 THE INDIAN ECONOMIC JOURNAL 


“in 1955-56 and Rs. 96 crores in 1956-57, or 10 per cent and 9 per cent 

of the total imports (including food) of the two years, respectively. 
The rest of the imports represented raw materials, capital goods and 
defence requirements. The fact of the overwhelming bulk of our im- 
ports being other than consumer goods does not modify the general 
proposition that our payments difficulties are the outcome mainly, of 
the inflation induced increase in consumption. The only difference is 
that, instead of importing consumer goods, we are now importing cap- 
ital goods and raw materials for the fabrication of consumer goods at 
home. The payments difficulties would remain untouched by this 
difference. 








53. The sharp increase in the index of industrial production 
from 122 in 1955 to 133 in 1956 and to a monthly average of 149 in 
the first half of 1957 (1951=100) may be, in part, due to the operation 
of this factor. Though an accelerated industrialisation is a welcome 
development, this must be set against three considerations on the debit 
side. Firstly, such expansion of (industrial) production being induced 
by the inflationary expansion of consumption it would be at the ex- 
pense of capital formation. Secondly, such of these industries as rest 
on a high-cost, high-price basis may find themselves in difficulties with 
the removal of the artificial protection of exchange restrictions. Third- 
ly, to the extent they may replace more efficient export production 
(as may happen under an unrealistic exchange rate), the rate of growth 
of the aggregate national product would be adversely affected. 





54. Part of the payments difficulties was due to the recent in- 
crease in the inflow of gold which has resulted from a combination of 
factors, to the “leads” and “lags” in payments, which are inevitable 
in times of exchange crises, and to the freight bill consequent upon the 
closure of the Suez Canal.‘ 


55. In the immediate future it lcoks like pressure on exchange 
resulting also from increased foodgrains imports. At an average price 
of Rs. 18 per (Bangalee) maund, the cost of 3 million tons of food- 
grains, the currently estimated deficit, would amount to about Rs. 150 
crores. If food imports were not to replace other essential imports, 
this amount would have to be found by loans, foreign aid, credits, or 
currency reserves. As all these sources of finance are under strain, 
the larger food imports would materially add to the severcty of the 
foreign exchange crisis. 





56. A tightening of restrictions on imports and p.yments, whilst 
inflation stimulated consumption, would not solve the problem, though 

* The amount of the higher freight cost is placed at Rs. 15-20 crores 
“at the utmost” in 1956-57, or at 5-7 per cent of the current account pay- 
ment deficit of the year. Reserve Bank of India Bulletin, July 1957, p. 63%. 
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such restrictions may seem inevitable as a “ first-aid” measure. Firstly, 
the axe on import would now fall on raw materials and capital goods. 
This, by affecting adversely production and employment, might add to 
the difficulties of the domestic situation. Secondly, a cut on imports 
might lead additional purchasing power to corrode into exports 
further, so that the payments problem would not be any nearer a solu- 
tion for the enhanced severity of the import and payments restrictions. 


57. But prevention of further inflation alone may not be suffi- 
cient. Past inflation would seem to have rendered the prevailing ex- 
change value of the rupee unrealistic. In 1957, relatively to 1937, money 
supply in India had risen to nearly 74 times. The corresponding rise 
in the U.K. was 34 times. During the same interval, the cost of living 
in India had risen to over three times and in U.K. to 2.5 times. While 
the prices of every group of commodities had moved by 3}-6 times 
the pre-war average, the rupee still fetched 18d., the rate ruling since 
1927. Relatively to pre-war, sterling was about the cheapest commodity 
in India to-day. This raised a presumption that the rupee was over- 
valued in terms of sterling. 


58. Three factors render a devaluation of the rupee inevitable. 
Firstly, our exports are at an abnormally low level relatively to produc- 
tion, as compared to the pre-war position. Secondly, there is a vast 
gap between the internal and the external prices of gold. Thirdly, 
there is a gap of about the same dimension, on an average, between 
the landed costs and market prices of import goods for which free 
markets exist. 


59. Industrial production in India in 1956 was 85 per cent higher 
than the pre-war level, and in the first five months of 1957, about 97 
per cent higher. Agricultural production in 1956-57 was about 30 per 
cent higher than the pre-war base (Easten Economist Index). Never- 
theless, the annual average of the volume of our exports during the five 
years ending 1955-56 was 101 as against 161 in 1937-38 (1952-53=100 
—see Table 2). Adjusting on a population basis the latter figure, which 
relates to undivided India, the index of the pre-war volume of exports 
of what is today Indian Union territory, may be placed at 140. Post- 
war Indian exports, then, were about 72 per cent of their pre-war level. 
Post-war indexes of the volume of exports and of production are not 
strictly comparable with the pre-war indexes. But as indicators of 
broad trends, they may be taken to show that the volume of post-war 
Indian exports are below the pre-war level, notwithstanding the striking 
advances in agricultural and industrial production. This contrasts with 
the world trend. The world total of exports in 1956, at constant prices, 
was 71 per cent above the total in 1937. With an increase of 51 per 
cent in industrial production relatively to pre-war, the exports of U.K. 
were 73 per cent higher than before the war. The performance of a 
number of other countries in this regard may be seen from Table 3. 
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60. It has been suggested that the low level of our exports may 
be due to a diversion of potential exports to meet the needs of econo- 
mic development. This may be so in some measure, but imports should, 
then, fall to a level commensurate with exports, as we cannot success- 
fully build economic development on payments deficits. Likewise, the 
increase in our population was not an adequate explanation of the low 
exports. If the increased numbers need to consume more, this should 
be by adding to the national product. To eat into exports, without re- 
ducing imports, in order to maintain a growing population would be to 
draw on currency reserves to finance increased consumption. We can- 
not expect to remain solvent for long under such conditions. 


61. Our import index has remained at a much higher level than 
our exports. Notwithstanding severe restrictions in imports, the 
volume index of our imports during the five years ending 1955-56 was 
111, or about 98 per cent of the estimated imports before the war of 
what is today Indian Union territory (Table 1). Thereafter, as we have 
seen, the index moved up to 135 in the first nine months of 1956-57, 
or by about 20 per cent above the pre-war level. 


62. This suggests that the prevailing exchange rate of the rupee is 
not an equilibrium rate. It is acting as a drag on our exports. And it 
so favours imports that it is not possible to defend the payments posi- 
tion of the country without rigorous import and exchange restrictions. 
A policy of liberalisation of imports was followed by sudden jumps in 
imports to 134 and to heavy payments deficits in 1951-52 and 1956-57. 


63. The problem of India’s payments difficulties was, primarily, a 
problem of moving sufficient exports to match the imports needs of the 
country. Devaluation would restore to the exporters their rightful share 
of the returns in Indian money, which, under over-valuation, they are 
unfairly deprived. This may be expected to bring about the desired 
shift back of production for export, from production for domestic con- 
sumption on the part of the marginal producers, both in the major lines 
of our exports (Tea, Jute manufactures, oils and raw cotton, which ac- 
counted for about 52 per cent of our exports in 1955 and 1956) and 
the minor lines (which accounted for 48 per cent of our exports in 
the same years). Under the penalty of exchange over-valuation, poten- 
tion exports are to-day being domestically consumed, the stream of out- 
put being suitably orientated (in cases where this was necessary) to 
meet the inflationary demands of the home market. 


64. The gap between the internal and the external prices of gold 
arose and grew as domestic inflation drove up the rupee price of gold 
(as of commodities in general), while, the exchange rate of the rupee 
remaining unchanged, the external price of gold (the U.S. price of $30 
per fine ounce multiplied by the rate of exchange, namely, U.S. cents 
0.21 per Re. 1) remained unchanged, too. The devaluation of the 
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rupee by 31 per cent on 18 September 1949, lifted up the external (the 
parity) price of gold from Rs. 43.42 per tola to Rs. 62.50 per tola. 
[his reduced the gap between the internal and the external prices of 
gold from about Rs. 69.60 per tola to about Rs. 50.50 per tola, at 
the rupee price of gold prevailing at the time of devaluation (about 
Rs. 113 per tola). At the prevailing price of about Rs. 108 per tola, 
the price differential is about Rs. 45.50. It is difficult to say what part 
of the price differential is a measure of the over-valuation of the 
rupee. 


65. The rupee prices of import goods to-day (for which free 
internal markets exist) are not (as in the old days of unrestricted 
trade and payments) equal to the prices abroad multplied by the ex- 
change rate, plus the cost of freight and incidental charges, import 
duties (if any), and normal profits. With the introduction of import 
and payments restrictions there arose a gap between landed costs, as 
thus determined, and market prices, the latter, like the price of gold, 
moving up with the progress of inflation. The domestic market being 
isolated from the external markets, the exchange rate was no longer an 
instrument for equating external prices with domestic prices. 


66. As the price gap was a measure of the profits on imports, 
there arose a scramble for licences and the privileged owners of these 
licences could sell them in the “black” market without themselves 
engaging in the import activity. The range of the gap is reflected in 
the prices which import licences fetch. They vary from 36 per cent 
to 125 per cent of the face value of the licences, depending upon com- 
modities. In the case of raw matrials and machinery, generally, im- 
port licences are issued in favour of their specific users. Their trans- 
ferability, after import, is subject to restrictions, and most persons are 
able to obtain licences to meet their requirements. There being no 
free internal market for them, in such cases, import licences command 
but low premiums. In certain other cases (e.g., luxury goods) the pre- 
miums may be of the order of 200-300 per cent. A more rigorous im- 
port policy, by driving up the market prices of import goods, would, 
as presently, widen the gap between landed costs and market prices, 
and the prices of import licences would go up. 


67. The low prices of the import licences of raw materials and 
machinery are no indication that they are an exception to the general 
rule of the wide price differential. Rather, this is evidence of the indus- 
trialists (the users of raw materials and machinery) being able, on per- 
fectly legitimate reasoning, to cause administrative arrangements such 
that they get the raw materials and machinery at landed costs. They 
may be, thus, said to receive a subsidy from the rest of the economy. 
This has gone on well, without strain or much notice, probably, because 
industry comprises a minor sector of production, less than 20 per cent 
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of the national income being drawn from it; the incidence of the sub- 
sidy is borne by the larger sector of the economy. 


68. The presence of the price gap, as in the case of gold, reflects 
the general phenomenon of the over-valuation of the rupee. Being so 
large it cannot be eliminated by a removal of import restrictions. This 
would lead to such heavy imports that the exchange market would soon 
dry up. It is, thus, a standing obstacle to import liberalisation, even 
as the price differential of gold is a standing obstacle to liberalisation 
of payments restrictions. If we must eliminate the gap between landed 
costs and market prices of import goods, and between the internal and 
the external prices of gold, this can be done only through, firstly, a 
cessation of further inflationary finance, and, secondly, an exchange 
rate adjustment of the rupee. 


69. The depleted state of our reserves, and the continuing drain 
on them, may not permit a deferment of devaluation very much longer. 
Our reserves as at 6 December 1957 represented about 5 months’ im- 
ports of the country, the reserves before the war representing over 10 
months’ imports. The post-war world trend has been in the direction 
of low reserves and some countries hold much smaller reserves than our 
reserves of to-day. But the drain on our reserves and the causes of 
this drain are much more relevant to the prevailing situation than the 
magnitude of the reserves or of their relationship to the reserves held 
by other countries. Given monetary stability and a non-inflationary 
credit and fiscal policy, large reserves may be unnecessary. But a free 
reserve Of about Rs. 225 crores cannot be deemed excessive in face 
of certain facts of our recent experience. Firstly, as we have seen, our 
payments deficits during the past seven years have ranged from Rs. 161 
crores to Rs. 376 crores in a year. Secondly, in 1951 we had found it 
necessary to import 4.7 million tons of foodgrains, the value of the im- 
ports of grain, pulse and flour in 1951-52 being Rs. 228 crores, and 
the cost of the estimated foodgrain deficit of to-day is placed at Rs. 150 
crores. Thirdly, with our export earnings depending on a few major 
items, we need to hold a larger amount of reserves than countries 
whose exports are more diversified. Add to this the needs of some re- 
serves as a war chest. 


70. The inevitability of devaluation stems also from the fact that 
we cannot, for long, remain isolated in a world which has been rapid- 
ly progressing, though not without interruption, towards freedom from 
exchange restrictions. While only ten members of the I.M.F., all in 
the dollar area, have made their currencies formally convertible most 
of the great trading currencies have acquired a high degree of de facto 
convertibility. Concrete evidence of the liberalisation of payments is 
in the growth of world trade, and in the doubling of the exports of 
U.S.A. and the increase in the exports of Canada by 75 per cent since 
1950. Many important European currencies, including sterling, have been 
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steadily approaching equivalence to U.S. dollars in free exchange mar- 
kets. The price of gold in U.K. and Belgaium has been, since 1955, close 
to the U.S. official price of $35 per oz. the price in U.K. being, gen- 
erally, fractionally lower than the U.S. price. During the past two 
years our trade with the dollar area was 18 per cent of our total trade. 
Because of the premium on dollars in terms of rupees, exchange con- 
trol over dollar transactions has been subjected to heavy leakages. 
With the convertibility of sterling, of sterling, too, should be quoted at 
a premium in the free markets exchange control leakages would apply 
to 70 per cent of our trade. This may render precarious the continu- 
ance of exchange control in its present rigour. 


71. It has been argued that devaluation may, firstly, cause a rise 
in the prices of import goods and, therefore, among other things, inter- 
fere with the progress of the Plan in view of the high raw material 
and capital goods component of our imports, and, secondly, lead to 
a deterioration in our terms of trade. A distinction must be made be- 
tween devaluation designed to eliminate overvaluation and devaluation 
in the sense of currency depreciation to below the equilibrium rate. An 
exchange rate adjustment to eliminate over-valuation is a movement 
towards equilibrium, while currency depreciation to below the equili- 
brium point would add to the forces of disequilibrium. The two situa- 
tions are, thus, poles apart. These objections may apply to a case of 
currency depreciation to below the equilibrium point. In the Indian 
context of an exchange rate adjustment to eliminate over-valuation, 
prices of import goods may not rise. The impact of devaluation would 
be on the artificial gap between landed costs and market prices of im- 
port goods, and therefore, on the abnormal profits of the importers. 
It will lift up the landed costs, without driving up the market prices, 
as the latter move independently of landed costs. This was well illus- 
trated by our experience following the devaluation of September 1949. 
The index of import prices, which was at 78 in 1948-49, fell to 77 in 
1949-50, notwithstanding a devaluation of 31 per cent during the year. 
The price of gold, after a nominal rise, fell below the pre-devaluation 
level early in October 1949. The terms of trade improved instead of 
deteriorating after devaluation, from 110 in 1948-49 to 118 in 1949- 
50 (1952-53 = 100). 


72. Devaluation would bring windfall profits in trades in which 
our export position is strong. It may also not produce the desired 
results of increased exports in cases of commodities the elasticity of 
supply of which was small. In such cases, the unmerited revenue of 
the exporters may be shifted to the national exchequer through appro- 
priate export duties. It is difficult to arrive at an equilibrium exchange 
rate by the slide rule method under any circumstances. This is parti- 
cularly so after nearly two decades of exchange restrictions. Rather 
than attempt to pre-determine the precise degree of devaluation, a 
more expedient course would seem to be to let the rupee “ float” first, 
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as the Canadian dollar had done, official interventions in the exchange 
market being designed to prevent undue speculative swings in either 
direction of the norm. 


V. Conclusions 


To conclude, the matter of the foremost importance to the Indian 
economy, to-day, is a programme of monetary and economic stabilisa- 
tion. Such a programme is, no doubt, confronted with considerable 
immediate difficulties. But they must be faced and overcome as, other- 
wise, we can have neither progress nor justice. The stresses and strains, 
through which we are passing, are the outcome of our own policies of 
the recent past,—as recent as the last year of the First Plan. And they 
cannot be corrected except by reshaping these policies. 


2. Of prime importance in this programme is a deflation of the 
Plan targets to match the inventory of the available resources, and the 
adoption of measures to hold down immediate consumption in order to 
step up savings. Post-war experience had demonstrated, again 
and again, in country after country, that over-investment is the root 
cause of many economic ills. From it stems the shortages of the in- 
ternal financial resources, which we are experiencing to-day. In an 
individualist economy, the mechanics of gaining hold of investment 
resources is first to acquire the savings of the community by the issue 
of market loans, Small Savings, shifting of profits into reserves, and 
so on. When investment outruns the flow of savings, these means of 
financing prove insufficient and private firms as well as the Government 
are tempted to cover the gap by created money. To yield to the temp- 
tation would be to throw fuel into the fire. It will drive prices up and 
add to the financial needs of the same physical targets without making 
any difference to the financial gap, which is but the savings gap appears 
ing in another form. It was also of little avail to attempt to save the 
Plan by monetary, tax and other fiscal measures, whatever may be 
their usefulness in other respects. The order of magnitude of the sav- 
ings gap being Rs. 2,500 crores, the only device of covering it was to 
cut down the Plan. 


3. Accelerated deficit financing in 1955-56 and 1956-57 did not 
add to the volume of the genuine savings of the community flowing 
into the national exchequer. The subscriptions to permanent debt and 
to Small Savings during these two years (Rs. 355 crores) represented a 
return to the Government of part of the moneys issued into circulation 
(Rs. 456 crores) through deficit financing and the purchase of perman- 
ent debt by the banking system (including the Reserve Bank). The 
excess issue of money left with the public, namely, Re. 100 crores, was 
a measure of the “forced saving” imposed on the community for the 
benefit of the public sector, i.e., a measure of the resources forced out 
of the private sector into public sector investment through the monetary 
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device. This led to a general scramble for investment resources in 
short supply, in order to be able to complete the half-finished projects, 
private firms raising the necessary credit from the banks for the pur- 
pose. This development is reflected in the phenomenal jump in Sch- 
eduled bank credit from Rs. 54 crores in 1954-55 to Rs. 120 crores in 
1955-56 and to Rs. 240 crores in 1956-57. Apart from contributing 
to monetary instability, and other economic disturbances, this has not 
bridged the savings gap, as is demonstrated by the necessity, which has 
now emerged, for scaling down the Plan. 


4. The general rise in prices, notwithstanding the expansion of 
industrial and agricuturual production in 1956-57 in \a significant 
measure, is attributable to the excessive deficit financing and credit crea- 
tion. It is also responsible for the bulge in foodgrain prices, though 
market supplies of foodgrains had reached a peak of 70 million tons 
in 1956-57. The explanation of the bulge would seem to be that, in a 
poor economy in which the consumption of foodgrains by vast masses 
of people being below minimum nutritional standards, increase in 
money incomes is apt to be spent first on foodgrains. 


5. The programme of stabilisation of foodgrain prices should 
include imports of foodgrains sufficient to cover the market shortages. 
Internal procurement, as it would merely shift supplies from one sector 
of the economy to another, would not solve the problem. The apre- 
hended short-fall of production this year has added to the urgency of 
adequate foodgrain imports. Nationalisation of the wholesale trade in 
foodgrains and long term measures such as price stablisation of food- 
grains may turn out to be perilous ventures. Foodgrains represent the 
major sector of the agricultural economy in India and account for 
about a third of the entire wholesale trade of the country. The ex- 
amples of Canada, Italy, and Japan in the matter of state intervention 
in the trade in wheat and rice, and of U.S.A., in the matter of price 
support of agricultural produce, would not justfy our assuming 
a colossal undertaking. In their case the commodities concerned 
account for a small fraction of their~national incomes and they can 
well afford their hobby. 


6. The pevailing foreign exchange scarcity is, principally, an 
offshoot of the increase in consumption demand born of over-invest- 
ment. By pushing up imports or eating into exports, this has led 
to an imbalance between the supply of, and the demand for, foreign 
exchange. With the restrictions on the imports of consumer goods, 
the demand for them now takes the form of increased imports of raw 
materials and equipment for their fabrication at home. But this would 
not cause any difference to the pressure for foreign exchange. Though 
the resulting expansion of production (of consumer goods) might seem 
a welcome development, it would be taking place at the expense of 
capital formation. 








850 THE INDIAN ECONOMIC JOURNAL 


7. Further import restriction would ill-meet the problem. The 
additional purchasing power would, then, further corrode exports and 
impart to the producive activity a weighed bias in favour of the home 
market at the expense of exports, so that payments disequilibrium 
would persist. By impinging on the imports of raw materials and 
capital equipment they might also react adversely on production and 
employment. 


8. For stabilisation of the payments position cessation of over- 
investment alone was not sufficient. Past inflation had rendered the 
exchange value of the rupee unrealistic. Sterling was about the cheap- 
est commodity in India, to day, being valued at the 1927 parity price 
of 18d. per Re. 1, while the prices of every group of commodities had 
risen by 33-6 times, relatively to pre-war. 


9. Three factors rendered devaluation of the rupee inevitable. 
Firstly, Indian exports, to-day, are below the pre-war level, notwith- 
standing an increase of 85 per cent in industrial production and of 30 
per cent in agricultural production during the interval. This is con- 
trary to the world trend. The low level of our exports cannot bé ex- 
plained as being due to a diversion of potential exports to meet the 
needs of domestic investment, nor by the growth in our population. 
There should be, then, a commensurate reduction in imports, as we 
cannot successfully build economic growth, nor finance increased con- 
sumption on payments deficits and yet hope to remain solvent. On 
the other hand, notwithstanding severe import restrictions, the import 
index had remained at a high level. This suggests that the exchange 
value of the rupee is not an equilibrium rate. It acts as a drag on 
exports and favours imports. 


10. Secondly, there exists a vast gap (about Rs. 45.50 per tola) 
between the internal and external prices of gold. This gap arose and 
grew with the progress of inflation, which drove rupee prices of gold 
up while the exchange rate (the parity price of gold) of the rupee re- 
mained unchanged. Thirdly, there exists a gap of about the same dim- 
ension, On an average, between the landed costs and market prices of 
import goods for which free internal markets exist. The extent of the 
gap is evidenced by the prices, varying from 30 per cent to 125 per 
cent or more of the face value of the licences, depending upon com- 
modities, which import licences fetch. The price differential in the 
cases of both gold and import goods cannot be removed except through 
a devaluation of the rupee. Devaluation is inevitable also because we 
cannot, for long, remain isolated in a world which is rapidly progress- 
ing towards de facto convertibility. The low state of our reserves has 
added urgency to the problem. 


11. Devaluation may not raise the prices of import goods or of 
gold. Notwithstanding devaluation by 31 per cent in September 1949, 
the index of import prices fell from 78 in 1948-49 to 77 in 1949-50. The 
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price of gold, after a nomnal rise, declined to below the devaluation 
level. The terms of trade moved in our favour, from 110 in 1948-49 
to 118 in 1949-50. Its incidence would be on the price differential, and 
therefore, on the abnormal profit margins of the importers and of the 
gold smugglers. By restoring to the exporters their rightful share of 
of returns, it may induce increased exports in the minor commodity 
exports (which account for 48 per cent of our exports) if not also in 
the major items. The abnormal profit margins which would emerge 
upon devaluation in the case of commodities whose export position is 
strong, may be shifted into the national exchequer by appropriate ex- 
port duties. Since it is difficult to predetermine an equilibrium rate, 
it may be more expedient to “float” the rupee first on the model of 
the Canadian dollar. 


. Nagpur B. R. SHENOY 
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APPENDIX 


Table 1 





Subscriptions to Government Loans and Small Savings from 
Voluntary Savings 


( Crores of Rs. ) 








1. Receipts from Permanent 
Debt (Centre and States) 

2. Receipts from Treasury Bills 

8. Increase (—) or Decrease in the 
Permanent Debt holdings of 
the Banking System (including 
the Reserve Bank) 

4. Subscriptions to Permanent 
Debt (1 above) from the Volun- 
tary Savings of the Public 
(1+3-2) 

5. Receipts from Small Savings 

6. (5+4) 


7. Increase or Decrease (—) in 





1952-53 1953-54 1954-55 1955-56 1956-57 





10.06 14.26 111.79 81.49 140.74 
9.95 19.66 136.92 123.38 240.45 
14.46 62.58 45.80. -65.04 -27.02 
23.57 57.18 20.67 -106.93! -126.73! 
40.05 37.90 55.19 67.26 65.00 
63.62 95.08 75.86 -39.67! -61.73! 


238.75 





Scheduled Bank Credit -51.45 6.39 53.70 119.47 
1 A negative sign indicates monetarily imposed ‘ forced saving”. 


TABLE 2 


Volume of Indian Exports and Imports* (1952-53= 100) 











1937-38 
1939-40 
1946 .47 
1948-49 
1949-50 
1950. 51 


* International 


Exports Imports 
161 130 
158 122 
105 97 
92 114 
100 117 
113 107 

90 134 
100 100 
99 95 
105 110 
115 116 
(9 months) 107 135 





financial Statistics series from 1953-54 Reserve 


India series) adjusted to the 1952-53 base. 


The Volume of Imports, Exports and Production in certain 


TABLE 3 


Bank of 








Countries (1953= 100) 
Imports in Exports in 1956 
Country 1956 as % as % of Exports 
of Imports in 1937 
in 1937 
. Belgium 146.51 148.83 
2. Canada 315.0 209.: 
3. Denmark 157.é 166.7 
4. France 161.6 206.9 
5. Germany 257 .6 257.8 
6. Italy 235.8 175.8 
7. Netherlands 208.9 240.7 
8. Norway 164.1 146.2 
9. Sweden 168.75 168.4 
10. U.K. 101.8 172.5 
11. U.S.A. 154.2 282.9 
12. Japan 114.1 85.6 





Industrial Produc- 

tion in 1956 as % 

of Industrial Pro- 
duction in 1937 


151.9 
265.1 
115.7 
187.3 
212.3 
203.2 
203.3 
214.0 
188.3 
150.7 
232.6 


172.0 





Source : International Financial Statistics. 




















ON REPHASING THE SECOND FIVE YEAR PLAN* 


THERE is little doubt that our economy and the Second Five Year Plan 
have at present run into serious trouble. The remedial measures sug- 
gested will depend necessarily on one’s analysis of the situation and 
the forces that have created it. A widely accepted view seems 
to be that the present situation is the result of overall inflationary pres- 
sure and increased demand following on deficit financing. I have dis- 
cussed in some detail in the two notes, written in August 1956 and June 
1957, difficulties in accepting the thesis of overall heavy inflationary 
pressure. Evidence since last June has strengthened my doubts. 


One may briefly sum up the situation as follows. The explanation 
of heavy inflationary pressures due to deficit financing would assume 
the operation of some version of the quantity theory and would explain 
rises in prices by reference to increase in, say, money supply with the 
public. Obviously for such an explanation to be accepted, the relations 
amongst statistical aggregates must be shown to be holding fairly con- 
sistently over a period of time. The difficulty in arguing from a broad 
relation between money supply with public and prices is that whereas 
money supply with public has risen, on an average, steadily year after 
year since 1953, wholesale prices as well as consumption price index 
numbers fell between 1953 and the middle of 1955 and rose only after 
June 1955. Another, almost insuperable, difficulty in arguing in favour 
of existence of inflationary forces from these statistical aggregates is 
that prices in general have, in fact, not increased during the last year. 
The index number of wholesale prices of all commodities stood at 
106.9 on December 29, 1956 ; it stood at 106.3 on December 28, 1957. 
On the other hand, during the calendar year 1957, money supply with 
the public has risen by almost Rs. 100 crores and deficit financing 
undertaken has been larger than in previous years. 


The report of the Foodgrains Enquiry Committee in analysing fac- 
tors responsible for the rise in prices states, “ While general inflation- 
ary forces as well as factors operating specifically on the demand for 
foodgrains accentuated the rising trend in prices, changes in the sup- 
ply situation of individual crops usually initiated the uptrend in prices 
of particular foodgrains in different periods and in different regions.”' 
The Committee have set out numbers of series of statistical data on the 
appendices to the report. Unfortunately, nowhere in the report itself 
have these data been pieced together to establish evidence for the opera- 


*Paper prepared for the Economists’ Panel for consideration at its mect- 
ing in January 1958. 
+ Report, p. 41. 
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tion of general inflationary forces or to indicate their strength. If prices 
are to be taken as the main indicator of the operation of inflationary 
forces those forces must, today, be held to be non-operative. Other 
facts which make it difficult to accept the explanation of general in- 
flationary forces as causing present difficulties are trends ‘such as those 
in the cloth market and in the employment situation. If a general in- 
crease in demand had been bhought about by deficit financing, that in- 
crease in demand should most clearly exhibit itself on the cloth market. 
The bulk of the supply of cloth in India emanates from a small number 
of producing centres, the production and distribution processes in the 
industry are continuous and the trade is organised on an all-India 
basis. This is in contrast to the situation of the market in foodgrains in 
which there are sharply separated zones of demand by reason of diffe- 
rence in dominant foodgrains and the flow of supply on the market is 
intermittent, allowing considerable room for manipulation by holder 
and speculator. If, therefore, the demand for cloth slackens, it should 
be difficult to hold that there is an excess of demand for consumer 
goods. 


Together with prices and consumption data, employment data are 
also very important for judging of inflationary trends. No satisfactory 
published data relating to employment are available in India. The 
Foodgrains Enquiry Committee includes an index of urban employ- 
ment amongst the selected economic indicators. This appears to havz 
been calculated on the basis of data furnished by the Planning Com- 
mission. In absence of details it is difficult to know what it represents 
and indicates. The only important series of comprehensive all-India 
published data are series relating to registration etc. on the employ- 
ment exchanges. These indicate no reduction in the level of urban un- 
employment. The numbers on the live register of unemployed at the 
Employment Exchanges have almost steadily kept on increasing month 
by month. Data are available for employment in factories and for num- 
bers employed by the Central Government. Regarding the former, 
figures are not available for recent months but figures for months of 
1957 of the latter indicate a distinct slackening of the pace of expan- 
sion of employment previously noticed. All in all, there seems little 
evidence to support the thesis that deficit financing operating via ex- 
pansion of money supply has led to in increased demand for consump- 
tion goods and put prices under pressure and created difficulties in the 
economy. 


No doubt difficulties have been acute in relation to supply of 
foodgrains. However, if it is agreed that the initiating impulse in rais- 
ing prices of foodgrains was the technical position of supply in parti- 
cular markets for particular grains towards the end of 1955 and after, 
and if it is recognised that trader action could and did aggravate the 
situation this would be a sufficient explanation of what happened to 
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foodgrain prices in 1955-56. Moreover, if a sharp increase in food 
prices is itself held capable of initiating disturbances and making for 
increase in other costs and prices this would provide an explanation of 
some of the other increases in prices. It would thus appear that there 
is no evidence of operation of a pressure of demand on consumption 
goods, in general, leading to bottlenecks and increasing prices and 
that the situation in the foodgrains and related markets could be fully 
held to be explained by the specific factors discussed by the Foodgrains 
Enquiry Committee without postulating the operation of heavy gene- 
ral inflationary pressures. 


This would still leave unexplained the pressures in some of the 
producers’ goods markets and on the banking system in general felt 
during the last busy season. The most reasonable explanation of this 
phenomenon seems to lie in the specific situation created by the grant 
of import licences during 1955-56 and 1956-57. During 1956 and 1957 
not only the volume of imports in general but particularly the volume 
of imports of capital goods and of Iron and Steel and Cement increased 
greatly above the previous level. This increase in the level of imports 
of capital goods and Iron and Steel and Cement necessarily led to a 
great stimulation of certain economic activities. All activities connected 
with the establishment of new manufacturing and other establishments 
were stimulated. Building and construction industries and personnel 
connected with these and with plant erectjon etc. and the transport 
system, in particular regions, came under heavy pressure, wih the result 
that certain types of personne! and of producers’ goods and services 
were in very short supply. This, however, is not to be related to gene- 
ral Government deficit financing but specifically to the heavy imports 
of capital goods and of Iron, Steel and Cement. If such heavy im- 
port was required for the operation of the appropriate phase of the 
plan then the pressures on the producers’ goods market may be said to 
be the result of the size and the structure of the plan, but if, as appears 
likely, there was some undue intensification of imports during this 
particular period than the pressure on prices and supplies could have 
been avoided with a different distribution of imports in time. 


The sudden increase in imports also put the banking system under 
pressure. It would appear that the rush of imports was somewhat un- 
expected and had not been adequately prepared for, in advance, in 
financial terms. Therefore, for part of the finance of imports of capital 
goods and, even more, for finance of the subsequent stages of plant 
erection and going into production, commercial banks had to be heavily 
drawn on. In particular, during the season 1956-57, commercial banks 
found it necessary to satisfy urgent demands of old and new clients 
for such finance. It may be that these were only ways and means 

* A recent study of the Delhi School of Economics emphasises the 
role of the trader in aggravating the food prices situation. 
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advances, pending the raising of funds on a more permanent basis. 
However, they did undoubtedly place the banking system under un- 
precedented stress for the time that the heavy stream of imports lasted. 
Thus in relation to the producers’ market, particularly the building and 
construction industries, and the commercial banking system also, it is 
a specific factor such as the concentration of import of capital goods 
in time which appears to be the real explanation of what happened 
than reference to deficit financing and general inflationary pressures. 
If what has been set out above is correct, then it is not deficit financing 
nor the size and structure of the Second Five Year Plan that could be 
held responsible for the existing situation. 


As a preliminary to indicating what is wrong in the present situa- 
tion it is necessary to recapitulate briefly what the Second Five Year 
Plan set out to do. The plan set out to spend and invest more resources 
than were visible in advance. It also planned considerable investment 
which did not promise an immediate return. It planned to do these 
things because it was thought that with an intelligent management 
of the economy they could be achieved without any great risk. It was 
realised that, as a result some inflationary pressures would be inevi- 
tably generated ; but it was thought that they could be kept in check 
and that with checks on consumption, with a careful husbanding and 
distribution of resources and with proper direction and regulation of 
the economy the situation could be kept in hand. It should be em- 
phasised that together with recommendations regarding the size and 
structure of the plan and what has been called the safe limit of deficit 
financing were always integrated a number of policy recommendations 
whose acceptance it was emphasised would alone make it possible for 
a plan of that size and structure and for that extent of deficit financing 
to be undertaken without risk. 


The existing situation appears to be the result not of any feature 
of the structure of the plan or of its size or of deficit financing but 
plainly of what was a disregard of the definitive policy recommenda- 
tions that had always been emphasised in all discussions regarding the 
five year plan. The failure in the policy sphere does not need any 
elaborate discussion. Policy regarding the stabilisation of agricultural 
prices received, for example, considerable attention in the memorandum 
of the Economists’ Panel. Among the papers prepared for the Panel of 
Economists during March-April 1955 were two by Dr. Sen both dealing 
importantly with agricultural prices and the management of agricul- 
tural buffer stocks. The Foodgrains Enquiry Committee’s Report con- 
tains half of a story in this connection. It reveals that the Ministry of 
Food and Agriculture did not want to adopt the policy of dismantling 
of all control apparatus which was actually adopted in 1955. The re- 
port is silent on the point of what important forces or organisations 
vetoed the recommendations of the Ministry of Food and Agriculture. 
However, in the context of the working of a planned economy, it 
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is extremely important to know how events moved. For, it appears 
that exactly while the National Development Council was announcing 
to the country its support to elaborate policy measures for the Second 
Five Year Plan period, the Union Government was actively engaging 
in taking steps which would make it impossible for that policy to be 
be carried out. 


The second example of what appears to be lack of a plan policy 
is the progress of import licensing and the use made of foreign ex- 
change resources. It would appear that no annual phasing of the pro- 
gress of the plan with determination of the import component in terms 
of money and types of goods imported of each annual phase was 
made, that import licences were not issued in relation to specific targets 
in particular plan years, that there was no machinery by which the 
volume of import licences outstanding could be related to the volume 
of foreign exchange resources available and the quantity and composi- 
tion of new import quotas fixed from time to time. In fact, it was 
not until foreign exchange resources had been run down to an alarm- 
ing extent and a very large and not exactly calculable extent of im- 
port licenses were already outstanding that steps to rationalise proced- 
ures and conserve resources were thought of. 


At the time of the formulation of the Plan frame a great deal 
was made regarding the importance of calculations in real terms and 
physical quantities. When the Panel of Economists examined the plan 
frame, it was clear that the technical relations subsisting between vari- 
ous parts and those which needed examination in relation to plans of 
even individual sectors had not been undertaken in any great detail. 
The Panel in its memorandum, therefore, noted that this technical ex- 
amination should be undertaken at the earliest possible stage. It was 
obvious that without such technical examinaion the structure of the 
plan and its composition in various directions could not be said to 
be firmly based. In spite of the general agreement that such technical 
examination was necessary and vital, it appears never to have been 
fully carried out. The readiness with which the Planning Commission 
could agree to a large increase in plan targets in agricultural produc- 
tion was, perhaps, evidence of the earlier calculations not being based 
on any firm real term calculations. The difficulties relating to the 
import component of the plan and the phasing of import components 
may also be directly traced to lack of this technical examination. No 
large planning could hope to succeed in which a minimum of such 
technical examination has not been undertaken. Technical examination 
in real terms not only indicates the proportions of various types of 
resources that are required for any set of programmes but it is also 
the basis of the forecasts in real terms of the results of undertaking 
particular investment programme. The average input-output ratio about 
which much was made at the time of the formulation of the plan have 
nO meaning except as representing the average of actual calculations 








858 THE INDIAN ECONOMIC JOURNAL 


made in regard to individual investment projects. Moreover, the deter- 
mination of priorities and the economical operation of a plan in any 
sector have to be related to such technical examination. In its absence 
the idea is likely to gain dominance that all investment or rather ex- 
penditure is by itself part of fulfilment of the plan and will automatic- 
ally yield results in increased output. At least, this appears to be the 
only explanation of the large extent of prestige or amenity expendi- 
tures undertaken in recent years. The technical examination has, in 
fact, to be undertaken not only at the inception of the plan but also 
continuously afterwards, in order to be sure of fulfilment’ of expecta- 
tions and to be able to adjust investment in the light of the results 
of actual working. 


The basic problem raised by the existing situation is essentially 
political and administrative. The failure is not only at the top policy 
level but also at the highest administrative levels responsible for watch- 
ing and for implementation. On a lower level of importance, the fail- 
ure to discern unfavourable trends early enough might be attributed 
to the comparative lack of informed public debate on questions of 
economic policy in our country. No provision appears to have been 
made for this by the Planning Commission. There is also no provision 
by which the Parliament or a Parliamentary Committee will examine 
in detail proposals and forecasts for the future in conjunction with the 
past performance of the economy. In this connection the practices that 
have grown up with the implementation of the Employment Act in 
U.S.A. appear worthy of being copied in India. There is available to 
Congress, every six months, an examination of the working of the econ- 
omy made at an expert level. This contains an appreciation of trends 
in the economy and a full discussion of fiscal, monetary and other 
policies required for achieving, in the ensuing period, objectives of 
Government policy. This analysis of the economy in its dynamic as- 
pect, based on the fullest data and concretely related to Government 
action programme, is subject to close examination by a Committee 
which examines in relation to it not only Government official but also 
representatives of private interests and non-official experts. This is 
valuable not only in the process of actual policy formation and im- 
plementation but also for dissemination of economic knowledge and 
public education which are extremely important in the operation of 
a planned economy. 


Consideration of rephasing the plan must be preceded by steps 
that stabilise the situation. This means a number of things. It means 
policy formulation in an overall manner explicitly in relation to plan 
objectives, it means close coordination in the implementation of policy 
and also administrative machinery and devices for watchful adjustment. 
In the absence of this, rephasing will yield no permanent results. Even 
today it is difficult to know what assumptions and objectives are at the 
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back of such terms and processes as “Core” “pruning” and 
“ rephasing ”. 


What appears necessary for stabilisation is to take seriously and 
implement in a coordinated manner the policy principles and decisions 
adopted at the time of the formulation of the plan. In relation to food. 
for example, adoption in practice of the ideas contained in the chapter 
on Food Policy in the First Five Year Plan would appear immediately 
adequate. These have, of course, to be linked to a firm policy of the 
stabilisation of agricultural prices. The main lesson of the experience 
of the last six years appears to be that a highly fluctuating price level 
has a discouraging effect on the agriculturist producer and that the 
gains due to high prices in a fluctuating situation accrue, in the main, 
to traders and moneylenders and to some extent to the largest pro- 
ducers. As pointed out by the Food Grains Enquiry Committee, stabi- 
lisation of agricultural prices is linked with the concept of a structure 
of related prices. This is a concept which has already been accepted at 
the time of the First Five Year Plan but regarding spelling out which 
no concrete steps have yet been taken. It is also realised by the Food- 
grains Enquiry Committee that, in certain circumstances, the pro- 
gramme of action recommended by the Committee may prove insuffi- 
cient and government may have to adopt more comprehensive mea- 
sures. In view of the fact that situations often worsen suddenly, Gov- 
ernment has to be adequately prepared in advance for the full range of 
these measures. It is necessary to recapitulate all this in a note on re- 
phasing, because the main difficulty with us appears to relate to appro- 
priate action. It is notable that in spite of the urgency with which the 
report of the Foodgrains Enquiry Committee was asked for, policy de- 
cisions on its recommendations have not yet been clearly formulated, 
and that we shall, mostly probably, witness this year the same lowering 
of prices at harvest and their upsurge later, on which the trader- 
moneylenders’ position in India is based and which was broken into 
only during years of controls during the war and after. 


Consideration of rephasing itself has to begin with the balance of 
payments position. The latest estimate of this position appears to be 
that fresh external assistance of the order of Rs. 700 crores will be need- 
ed to meet the commitments already entered into on Government and 
private account and to see through the “ Core” of the plan. This state- 
ment of the position raises a number of issues. The first question that 
needs to be raised relates to the policy of continuing to make new com- 
mitments in terms of foreign exchange on deferred payment terms or 
on the basis of foreign investment or loans. Unless there is reason to 
believe, which there is not, that our balance of payments position: will 
materially improve three or four years hence, there appears no justi- 
fication for the special treatment of deferred payment terms imports. 
Deferred terms payment merely means significantly larger payment in 
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the slightly distant future instead of smaller payment in the immediate 
future and a series of deferred payments agreements entered into now 
would merely accumulate in an embarassing manner payments to be 
made four years hence. And the greater degree of freedom of opera- 
tion which we might hope to attain by that time through an immediate 
strict control of imports would be gravely restricted by a deferred pay- 
ment terms policy. Moreover, it appears that ability to obtain defer- 
red payment terms or foreign loans and investments exempts a party 
or a transaction from strict compliance with other requirements. Thus 
this provides an escape clause for parties favourably situated and obvi- 
ously, runs counter to the very concept of planning. 


The second issue raised by the balance of payments position is 
about the definition of the “Core” of this plan and its relation to the 
structure of our successive plans. I hold that a major drawback of 
our present situation is that it makes us depend in an obvious and 
explicit manner on foreign aid. To get out of this position must be 
important objective and this could be attained, consistently with pro- 
gress of planned development, only through attaining a stage of com- 
parative self-sufficiency in relation to development plan requirements 
as early as possible. The crucial features of our development plans 
are the power and irrigation projects, the plans of industialisation and 
increasing the production of food and primary raw materials. The struc- 
ture of our third and fourth plans and the definition of the “ Core” of 
the second plan must be so shaped as to attain at an early stage com- 
parative self-containedness in relation to most of the requirements of 
these basic developments. The second five year plan itself was presum- 
ably based on some long term concept of an integrated and complete in- 
dustrial structure. It is doubtful whether adequate technical examination 
of the nature of this concept or the successive stages implied in it had 
been made. The question becomes urgent in the changed context and it 
becomes necessary to try and attain self-containedness, perhaps on a 
narrower basis, much earlier than contemplated previously. This chang- 
ed emphasis should affect considerably future industrial plans and even 
possibly the current definition of the “Core”. It would also lead to 
taking a stricter view regarding special treatment of imports on de- 
ferred payment terms. 


The third issue relates to export promotion or rather to export 
planning. The current dominance of our economic policy by the trader 
point of view is well exhibited by the composition of the recent Export 
Promotion Committee and by its report. Not only have the recom- 
mendations of the Committee a strong private trader bias but because 
the Committee could look at the problem only as one of stimulating 
individual lines of export the recommendations do not adequately re- 
veal appreciation of requirements of national policy and sometimes not 
even Of basic facts. As an illustration I may cite the Committee’s re- 
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commendation regarding the export of groundnut cake ; it is worth re- 
producing this in full : 


“Government have been adopting a somewhat restrictive 
policy on the export of oil cakes. This has been on account of 
the fact that oil cakes are required for internal use as manure 
and cattle feed. There does not seem to be any need to con- 
tinue these restrictions as we are already producing fertilisers 
on a large scale and importing that part of the requirements 
which cannot be met from internal production. Further, 
molasses could, we are told, be used increasingly as cattle 
feed. It should thus not be difficult to allow exports of oil 
cakes. We therefore recommend that Government’s policy 
should be directed towards encouraging the exports of these 
cakes by appropriate fiscal (low export duties) and licens- 
ing measures.” 


The recommendation is based on the obviously fallacious assump- 
tion of substitutability between groundnuf cake and artificial fertilisers. 
Relating to the rest one may point out that the fertiliser supply position 
today is not easy, that sugar factories in, say, Bombay State not only 
find no market for their molasses but have to incur expenditure for 
destroying them and that Government action in allowing a quota of 
exports of groundnut cake suddenly increased its price and seriously 
upset the calculations of a large body of cultivators all over the coun- 
try. What is most surprising in this episode is not that the Committee 
should have made the recommendation but that Government should 
have acted in this way in a matter which vitally concerns agricultural 
production. 


Export planning, properly viewed, can only be based on a rationa- 
lisation of internal consumption. In a country which has to plan a large 
development programme producers’ goods and input materials of all 
types which can be profitably used within the economy are obviously 
the wrong type of exports to plan. The exports to promote are obvi- 
ously exports of consumer goods or of materials which are in such 
excess supply that they cannot, at the particular stage of development 
be utilised productively within the country. Many items of the latter 
group should progressively prove less in excess. Even consumers’ 
goods would normally prove in excess only through restrictions im- 
posed on some types of internal consumption. The justification for 
such restriction is the need of savings to finance development. Reduc- 
ing internal consumption of some types of goods and making them 
available for export is part of the total communal effort. This, how- 
ever, becomes meaningful only when export promotion is tied up with 
the total plan of production and consumption, and considered as a 
part of it. 
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Since independence, import and export quotas have played an 
increasingly important part in our economy. They have created a 
closed market in which only the privileged operate and they have led 
to meaningless and sharp variations in prices which have proved 
costly and sometimes ruinous to bona fide producers and traders and 
have made large windfall gains for the license holders. Prof. Shenoy 
in his recent presidential address to the Economic Conference has 
quoted figures regarding the premia which holders of import licenses 
are able to obtain in the market. The fact of a premium reflects no 
more than the extra charge that the trading community is able to im- 
pose on the community at large because of the operation of the licens- 
ing system. I have for years emphasised the inequity of the opera- 
tion of the system and pleaded that a full examination of it be under- 
taken. Whether this is done or not and in whatever manner policy re- 
garding imports is shaped in the future there will necessarily be a 
large curtailment of them. In the circumstances, the quasi-monopolistic 
position of holders of import licenses will be strengthened even fur- 
ther. It ought then to prove impossible for Government to continue 
unregulated the present situation. The pricing and allocation of im- 
ported goods will now become an important task which must be carried 
out by Government in the manner dictated by needs of the fulfilment 
of the total plan. In view of what has been said above the situation 
in relation to exports will also need close regulation. The proper step 
would then be for government itself to enter into import and export 
business. This has happened in many other countries and results in 
obtaining for the State, revenues which are the results of opportuni- 
ties created by State action. Such governmental intervention will also 
prove very helpful in carrying out the policy of general stabilisation of 
prices. 


Another aspect of the rephasing problem is related to the uneven 
progress of the plan in different sectors. There appears, for example, 
to have been almost an overfulfilment of plans in the large private 
business sector. This was largely the result of the import license policy. 
It is not clear whether in plan fulfilment, the priorities have been duly 
observed and whether some types of ventures have not got ahead re- 
latively further than they should have. However, the total investment, 
whether its composition was according to plan or not has, been large 
and has, for the most part, been effective. With a limitation on total 
resources overfulfilment in one direction may lead to failing to reach 
targets in another. In this connection attention might be drawn to the 
fact that during 1957 the Union Government persuaded the Govern- 
ments of States not to undertake floatation of State loans. The main 
reason, it is believed, why State Governments were advised not to float 
loans was because subscriptions to Government loans expected from the 
money market and the public would not be larger than the needs of 
the Central Government itself. The expectation was based on the feel- 
ing that the commercial banks which in former years had subscribed 
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substantially to Government issues would not be able to do so in 1957. 
This inability on the part of the Banks to invest in Government 
securities was itself due to a large extension of credit limits 
given by Banks to the large private business sector during 1956-57. It 
thus appears that the special extension of Bank credit in 1956-57 which 
itself was related to the heavy imports of capital goods during the 
period, diverted funds which would ordinarily have been available for 
finance of the public sector. 


In other ways also it would appear that resources in the economy 
are being specially diverted to the large private sector. The opera- 
tion of all Government sponsored finance organisations seem to work 
in this direction. The Industrial Finance Corporation, the State Bank 
of India, the private investment funds of the Insurance Corporation, 
the N.I.D.C. all cater in the main for the large private business sector. 
The projected Refinance Corporation is also meant to achieve the same 
end. It is noteworthy in this context that membership of the Refinance 
Corporation is confined to the 15 biggest Banks, including Ex- 
change Banks ; so that these large funds will be made available chiefly 
to the constituents of these Banks, with a marked resulting bias towards 
the largest metropolitan centres and the largest business houses and 
managing agencies. All this is in sharp contrast with trends in other 
countries, including U.S.A., where the activities of Government fin- 
ance and guarantee corporation are, in the main, directed towards pro- 
viding funds to small and dispersed business. 


The trend towards increase of concentration in India is not un- 
expected. It has been often pointed out in the past that in an econo- 
my which is being rapidly developed special differential advantages will 
accrue to those who hold strongly entrenched position in it unless spe- 
cial steps are taken to counter this tendency. The chief of such steps 
possible are a rapid extension of the public sector and deliberate opera- 
tion of all government Finance and Guarantee Corporations in favour 
of small dispersed business as distinct from large concentrated busi- 
ness. However, nothing notable in the latter direction seems to have 
been undertaken during the last two and half years and it seems to 
have been tacitly agreed that there would not be even talk of extension 
of the public sector. 


Dependence on foreign aid and looking to foreign investment are 
likely to increase the power of the large semi-monopolistic private busi- 
nesses. It has been said that confining of the membership of the Re- 
finance Corporation to the 15 largest Banks was a condition of foreign 
aid. But whether specific conditions are made for obtaining foreign aid 
or not it is clear that the mere effort is bound to affect policy. The 
possibility of endangering foreign aid prospects seems to have begun 
to play an important part in policy discussion in a variety of contexts 
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and the factor always acts in favour of the special interests of the large 
business sector. 


There is also the current trend in thought to make things easy for 
foreign capital, as for example, through special tax concessions. The 
claim of large Indian private business that it would be able to obtain 
foreign aid when the Government of India is unable to obtain it is also 
significant in this context. It is obvious that concessions originating in 
the foreign business sector will be transferred, by a natural process, to 
the Indian business sector. In a paper prepared for the Panel in March- 
April, 1955 by the Gokhale Institute the socio-economic implications of 
the existing institutional structure in modern business in India were 
emphasised. It was pointed out that unless special steps were taken to 
colour with public interest large private business growing with Govern- 
ment help and that as long as large private business was looked upon 
as a crucial medium in capital formation its economic resources and 
power to dictate were bound to grow. The seeming helplessness of 
Government in the face of large unemployment caused by closure of 
cotton mills raises in an acute form the chronic dilemma in the opera- 
tion of a development plan in a mixed economy. This is that unless 
government is able to take effective action in relation to inefficient 
and/or recalcitrant units in the private sector the social costs of the 
operation of the mixed economy are bound to be high. 


In addition to the special advance made by the large organised 
private business sector, there has been perhaps a relatively better ful- 
fillment of the plans of the Union Government than of State Govern- 
ments and, perhaps, as a whole the larger works have done better than 
the smaller. However, in case of the large public sector projects, the 
foreign exchange difficulty is likely to prove a grave handicap. Large 
projects in the large private business sector are individually much 
smaller than the largest units in the public sector and they are plan- 
ned to be completed within a comparatively short time. If, as seems 
likely the completion of many large public works is prolonged this 
will accentuate difficuties in the future. 


The bulk of State plans should not encounter difficulties arising 
out of the shortage of foreign exchange resources. However, it is cur- 
rently reported that all of these are being pruned. This pruning is 
possibly based on some vague idea of adjusting the size of the plan. 
One of the main objectives of this note is to argue that present diffi- 
culties have nothing to do with the size of the plan. Secondly, it has 
been pointed out that during the currency of the plan, there has been 
lopsided development in favour of the large private and public sec- 
tors. All evidence points to the effort in agriculture, small industry or 
small public works as falling short of the country’s requirements. No 
doubt, fulfillment of plans in these sectors is not a matter merely of 
financial resources. Public response and administrative organisation and 
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efficiency are also equally urgently necessary. However, this merely 
emphasizes the need for special attention, in every way, being con- 
centrated on them and certainly argues for all the resources that can 
be properly absorbed being made fully available in these sectors. 


In the circumstances, the reported cutting down of State plans 
appears to be entirely misdirected. It is misdirected because it is the 
opposite of what the present and the likely future state of our econo- 
my seems to require and also because it is a retrogressive step from 
the social point of view. The large multi-purpose projects appear to 
progress in some of these and postponement of others appear 
almost certain. The effect on employment and other economic acti- 
vity of the undertaking of these projects is large in their own regions ; 
this is now likely to diminish. Next because of restrictions on the 
licensing of imports, the imports of capital goods, iron and steel and 
cement should progressively decline. Because of the time lag between 
licensing and actual import and erection the decline may not affect 
tempo of economic activity immediately. However, by the middle of 
1958 the effect should be apparent and should grow thereafter. Fo- 
reign exchange difficulties should also affect the scale of operation of 
concerns who depend to some extent on imports of materials. In so 
far, therefore, as brisk economic activity during 1956 and 1957 de- 
pended on liberal imports of capital goods and materials it should 
tend to slow down. 


Unfortunately, we possess very little statistical data to enable us 
to judge of the progress of sectors of our economy other than the Gove- 
rnment and the urban organised large business sector. However, such 
reports as are available do not indicate that other parts of the economy 
have shown much internal buoyancy during the last two years. If, for 
example, it is true that in the cloth market the quantitatively impor- 
tant coarse and medium cloth markets are dull the fine and super- 
fine active in comparison, this also would indicate that the results of 
the development of the last two years have been favourable only for 
somewhat limited classes especially in towns and that the bulk of the 
rural population and the poorer urban classes have not been affected 
by it. When now, as appears likely, the concentrated urban activity 
also slows down, the economy instead of developing may begin to run 
down unless suitable countervailing action is taken early. 


In view of the foreign exchange difficulties and of the lopsided 
development of the recent past this action has necessarily to be in the 
nature of stimulation of the agriculture, small business and small works 
sector. If these sectors can be successfully stimulated they will soon 
affect favourably the growing industry and other urban business also. 
It would thus appear that in the rephasing to be undertaken now the 
State plan instead of being cut should be strengthened to the largest 
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possible extent. While keeping only to the “core” of the plan in the 
large private business and large public works sector, the resources so 
saved should be diverted to the other sectors which are mainly in the 
field of State plans. There is litile fear that adopting a liberal policy 
in this regard will inflate expenditure unduly as long as there is pro- 
per check on effective use. I should like in this context to emphasise 
“attitude”. It is important today to affect the psychology of the public 
as also of officials and Governments of States. Vague talk of econo- 
mic difficulties and of reports of the actions of the Planning Com- 
mission have had a depressing effect on this psychology. Nothing can 
be more unsuitable in a country attempting to plan development on a 
large scale and nothing, as pointed out above, can be more inappro- 
priate in our existing economic situation, than reduced State plans and 
the psychology engendered by them. 


It is obvious that the attitude to rephasing suggested above is bas- 
ed on the conviction that our economy is today not operating under 
general high inflationary pressures, that deficit financing of a moderate 
measure is still permissible and that unless State plans and plans in 
agriculture and small business are strengthened the pace of our deve- 
lopment may seriously slacken. If this is granted, additional reasons 
can also be shown for the suggested emphasis. It would appear that in 
the recent past we have made little progress in the direction of the 
avowed socialistic objectives ; if anything, there might have been some 
retrogression. This would follow naturally on the finding that the main 
developments in the last two or three years have been within the large 
organised private business sector and in the metropolitan and large city 
areas, and the fact that the period has, on the whole, not been favour- 
able for agricultural production. Even maintenance of the status quo 
would then point to a changed emphasis in plan performance during 
the remaining period. It will be remembered that decentralisation in 
all its aspects occupied a central place in all discussions relating to the 
2nd Five Year Plan. This was because the problems of initiating 
change over most of the country, of dispersing widely the benefits of 
development, of preventing concentration and lopsided distribution of 
economic and political power, of keeping down the authoritarian ele- 
ment in planning, of preventing strains and costs of heavy urbanisa- 
tion etc. could all be resolved only through co-operative effort and 
economic and administrative decentralisation. Unfortunately, almost 
nothing has been achieved in the direction of decentralisation during 
the progress of the plans. The obvious resulting strains in the country 
can best be eased through vigorously pushing State plans and plans in 
the sphere of agriculture, and small industry and other small business. 


The emphasis on State plans will chiefly help in bringing about 
progress which will recover some of the ground lost in recent years. 
Of positive steps for initiating some improvement in the condition of 
the poorest and the most neglected only two appear feasible. These are 
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special programme directed towards the creation of employment oppor- 
tunities and a programme for the rapid extension of educational facili- 
ties. Creation of really widespread and continuous employment oppor- 
tunities will be possible only through ag appropriately structured public 
works programme. In a sense, this could be compared with the famine 
relief works programmes of the past. It would have partly a similar 
purpose, that of affording relief through employment wherever 
this was necessary and its approach would be similar, in that 
its emphasis would be on the employment of unskilled labourers and 
on widely distributing the employment opportunities. However, the pro- 
gramme would have to be thought of as more continuous, though 
alowing for a possible seasonal slack, and it would have to be fully in- 
tegrated with plans of development. Effort in the direction of conserva- 
tion of our natural resources such as soil and water is required all over 
the country, there is the need for wide development of the road system ; 
One may specially draw attention to the serious depletion of our forest 
resources during the last fifteen years and their continued neglect. A 
national programme of conservation of forest resources and of affore- 
station would eminently fit the needs sketched above and specially offer 
employment in areas where some of the most neglected classes live. 
Such a directly conceived employment programme would serve the needs 
not only of relief and of development but also of maintaining the tempo 
of economic activity through stabilisation of incomes of the very poorest. 
I would make a special plea for building a series of development works 
programme round this concept, in the process of rephasing. 


Finally, I would put in a plea for very much greater emphasis on 
education in any rephasing of the plan. In retrospect, the neglect of 
education appears to me to be the one serious mistake in allocations 
in the 2nd Five Year Plan. Looked at from any point of view, social 
political or economic, a sound system of universal primary and second- 
ary education should be the first objective, for the early attainment of 
which the most strenuous planned efforts are made. As long as this does 
not exist it is idle to talk of socialistic aims and wrong even to mention 
equality of opportunity. Also, and this is becoming clearer and clearer 
every day, such a system is the most potent instrument of bringing into 
existence a technically progressive economic society. The bogey of the 
educated unemployed ought not to deter us from this effort. Unemploy- 
ment is related essentially to numbers in the working population and 
not to their literacy status and the spread of educaion itself has a cum- 
ulative effect bringing about change and creating employment. 


It would be wrong to close this note without reference to some 
measures which have been taken recently and which may counter the 
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tendencies towards concentration of economic power emphasised ear- 
lier. These are mainly fiscal measures like the wealth and the ex- 
penditure tax and measures like the compulsory deposit of reserves. 
However, the fiscal measures have not yet begun to have an operative 
effect and it is too early to judge of how powerful a corrective they 
will prove ; the deposit idea seems to be encountering serious difficul- 
ties. It, however, remains true that conceiving of these measures indi- 
cates an awareness of the problem and the desire to tackle it 
concretely. 


Poona D. R. GADGIL 
January 17, 1958. 














WHY DO WE DISAGREE ON INVESTMENT POLICIES 
FOR DEVELOPMENT ? 


I. Introduction 


THE question of investment policy for the economic development of 
underdeveloped areas is still, at least in my Opinion, a very much un- 
settled matter.' That this should be the case is hardly surprising since 
the “correct policy,” if such exists, depends on the solution of a num- 
ber of intellectual problems that have as yet not been solved. It is not 
my purpose, in this paper, to set forth and argue for the “correct” 
investment allocation policy. On the contrary I hope to show that given 
the present imperfect state of our knowledge with respect to the fac- 
tors that are significant in economic development it is impossible to 
come to a definitive conclusion on this matter. Different scholars 
may be warranted in holding different positions with respect to invest- 
ment policies. If this be so then it follows that the “ orthodox posi- 
tion,” i.e., the position that emphasizes the usual interpretation of the 
marginal productivity criterion, has not been demonstrated to be the 
correct one, nor, by the same token, has any alternative position been 
proven to be correct beyond any shadow of doubt. Perhaps this is 
platitudinous and obvious. I hope so. But some of the recent, and not 
so recent literature on the subject, as well as both casual and serious 
conversations with a number of economists, has suggested to me that 
this is not quite the case. Many appear to hold very strong views on the 
matter—often very much stronger than our present knowiedge would 
seem to warrant. It is this feeling that prompts the present attempt 
to analyze why different investigators may logically and reasonably 
reach different conclusions on this question. 


II. Alternative Decision Environments 


Apart from errors in logic there are two main reasons why 
people come to, or appear to come to, different conclusions 
with respect to the same problem; different interpreiations of 

* The literature on this subject is now quite large and seems to be 
growing without abatement. For a review of some of the issue see Gerald 
M. Mejer and Robert. E. Baldwin, Economic Development, John Wiley and 
Sons, New York, 1957, pp. 354 ff. Also, cf. A. E. Kahn, “ Investment Cri- 
teria in Development,’ Quarterly Journal of Economics, February 1951, W. 
Galeson and H. Leibenstein, “Investment Criteria, Productivity and econo- 
mic Development,” Quarterly Journal of Economics, August, 1955, as well 
as the articles by Otte Eckstein, and F. M. Bator in the August 1957 issue 
of the Quarterly Journal of Economics, and the article by A. K. Sen in the 
“November 1957 issue of that Journal. 
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significant concepts, or because they start from different pre- 
mises. We shall leave until later the matter of semantics. 
The matter of premises or assumptions is far from simple in 
this connection. What is involved, often implicitly, is not a differ- 
ence in a single assumption, or a single set of assumptions of the same 
kind, but different premises and views of the problem that come under 
a variety of headings. Indeed, the word assumptions or premises may 
be misleading in this connection, and therefore I shall use the notion 
of a “decision environment” to indicate what I have in mind. The 
following schematic outline indicates what I mean by a decision en- 
vironment, and the discussion that follows suggests its relevance to the 
investment decision problem. 


Schematic Outline of the Problem 
A. The Situation or Situation Class. 
B. The Decision Environment. 


Normative 
Aspect 
1. Social objective or objectives 
(a) General statement of the objective(s), 
(b) Side conditions or constrains on the objective or its 
components, 
(c) Means of evaluating components of the objective(s). 


2. Values, resraints, and views, regarding the use of in- 
struments to achieve the objectives(s). 


3. Time commitment and conditions connected with the 
time elements. 


Economic 
Aspects 
1. Target variables through which one judges the object 
ive and its furtherance. 
2. Target variables through which one judges the object- 
(a) Equation system, 
(b) Characteristics of the behavior equations, 
(c) Assessment of the value of the parameters. 


6. Costs, benefits, and effects of direct (and permissable) 
instruments. 


C. Policy. 


_The outline suggests the main elements that may be involved in 
an investment policy. The specific economic situation that the country 
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finds itself in is, of course, a crucial factor. That is to say, it would 
be foolish to make a specific investment allocation without taking into 
account the specific facts at the time the decision is made. On a higher 
level of abstraction we would consider a class of situations that a coun- 
try might find itself in, and attempt to establish investment criteria 
for that class. But the point of this paper is that a knowledge of the 
situation is not enough to determine an investment decision, nor is a 
knowledge of the characteristics of the situation class sufficient to deter- 
mine investment criteria. Other matters are vitally involved, and it is 
these other matters that I refer to as the decision environment. In a 
short paper one cannot be exhaustive. The points listed in the outline 
above are intended only to be suggestive. However, they are prob- 
ably sufficient to show why reasonable and logical men who agree on 
the situation class might very well disagree on investment policies. But 
we should not jump to any conclusions at this stage. There is more to 
the problem than simply the fact that different individuals may differ 
with respect to the decision environment. 


The decision environment can be devided into two parts : A nor- 
mation aspect, and an economic one. The division is far from per- 
fect, and we may argue about its exact boundary, but it will do for our 
purposes. One aspect of the decision environment depends on norms, 
aims, values, and so on. It depends on the social goals and values of 
the society. To that extent it is normative rather than objective or 
scientific. On the other hand, the economic aspect depends on our 
view of how the economy operates. If economics were a completed 
science, and all the necessary facts were available, then we might all 
agree on the economic aspect, although we might still differ on the 
normative aspect. 


1. Consider the problem of choosing the development objective. 
There are a large number of possible objectives. But the problem is 
also complicated by the fact that the statement of such objectives will 
have a number of dimensions. For example we may consider maximiz- 
ing the aggregate output stream, or the aggregate per capita income 
stream or the aggregate per capita consumption stream, or the 
average length of life, etc. But statements such as these are 
usually incomplete. One problem is the treatment of time. 
In other words, if we consider the maximization of the aggre- 
gate output stream, the question arises over what period of time 
it is to be maximized. Usually, we conceive of some discounting pro- 
cedure and attempt to maximize the present value of the output stream. 
In any event something has to be said in the statement of the objective 
as to how the time dimension is to be handled. 


Another complicating feature lies in the fact that the variable to 
be maximized is rarely to be considered by itself in the absence of all 
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other considerations. In other words, what we usually ask to do is to 
maximize some variable subject to a number of stated constrains. Thus 
we might attempt to maximize the present value of the output stream 
subject to the constraint that the income distribution is not worsened 
in the process. 


The objective may have more than one component (or variable) 
that is to be optimized. In that event some way of assessing the rela- 
tive importance of different components has to be determined. Clearly, 
economists, as well as citizens, might differ on the appropriate object- 
ives for development. 


2. Development is not an ultimate objective that supercedes all 
other considerations. Not all possible means to achieve given ends are 
legitimate. We shall see that the constraints that we impose on the 
means that we can employ may affect our investment policy. 


What is involved here is in part the age old question between 
agenda and non-agenda. That is to say, with respect to what varia- 
ables are we to assume that the government or the state can interfere 
and control and what variables are we to assume are determined by 
the freely chosen actions and activities of the individuals involved. We 
shall also see that these sets of questions are in part related to our view 
of the development processes. 


This point may perhaps best be indicated by a few examples. We 
may assume, for example, that the size of the population is determined 
entirely from within the system. Or we may assume that the population 
size can somehow be controlled by governmental action and that there- 
fore it is a variable whose value is determined exogenously. Another 
possibility is that the level of consumption of population is determined 
within the system. Or we may assume that it is determined in part 
socially through a system of taxes and subsidies. Similarly we may per- 
haps argue that the rate of saving is determined by individual action or 
that it is determined by government interference. In general we can see 
that with respect to many variables we can make either an assump- 
tion of control or an assumption of lack of control. It will turn out 
that in some instances, but not all, we get different results depending 
on which set of assumptions we make. 


3. The time element enters the problem in a variety of ways. At 
the extremes we might consider a single, once and for all investment 
decision apart from any other decision, as against an investment policy 
to cover an infinite series of investment decisions. We shall see that 
there are cases where it does make a distinct difference whether the 
decision or criterion to be applied is with respect to an isolated case, 
or part of a series of decisions. 
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4. If the social objective is stated in broad terms then there arises 
the problem of interpreting the objective in terms of one or more 
economic variables. For example, if our objective is to maximize the 
“ standard of living” of the populace, how is this to be interpreted in 
economic terms. For example, how is leisure to be valued in such 
circumstances. We shall not go into detail in this matter, but clearly 
there are great possibilities for differences of opinion in this regard. 


5. Really significant differences may arise with respect to our 
view of the development process. What will be the train of con- 
sequences that will result from a given investment allocation? The 
theory of economic growth is not at present in such a state that all 
would readily agree on this matter. The number of possible dynamical 
systems that we could invent is certainly very large. Given different 
views of economic development processes we may (but need not al- 
ways) arrive at different investment criteria. We will see that whether 
or not different development theories lead to different criteria will de- 
pend, in part, on the other components of the decision environment. 


6. The employment of direct instruments, for example, the at- 
tempt by the state to determine directly the rate of savings, or the birth 
rate, is usually not costless, although such costs are often ignored in 
discussions. Economists may legitimately differ on the costs and con- 
sequences of direct instruments, even in those cases where the nor- 
mative aspects of the decision environment permits their. use. The im- 
portance of this aspect ‘will become clearer as we proceed. 


There are an infinite number of decision environments that are 
possible. Obviously, it would be too tedious and time consuming to 
consider one by one all the possible decision environments that can 
be obtained by varying slightly its components. As a result we shall 
limit ourselves to examining only a few possibilities, picked in part 
because they help to illustrate some interesting points. 


We will find that there does not exist a one-to-one correspondance 
between the alternative combinations of objectives, theories, socially 
determined parameters, etc., and the allocation criteria that can be de- 
duced from them. Rather, we shall see that there are many-to-one 
correspondences. Namely, there are sets of combinations which lead to 
different criteria. That is to say we can outline a set of objectives, 
theories, and socially constraints, and so on, for which a given alloca- 
tion criteria may be correct for each of the combinations within the 
set. But there is more than one such set, and as a consequences there 
is more than one “ reasonable ” allocation criterion. However, the fact 
that there are often a number of decision environments consistent with 
a given criterion may sometimes have given the impression that the 
criterion is universally (or almost universally) applicable. 
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Ill. The Investment Allocation Problem 


Before we proceed any further it is well to indicate the exact nature 
of the problem we have in mind. We begin with a given decision en- 
vironment. Next, we assume that there is a given’ investment fund 
available, and that some central agency is in a position to influence 
or determine the allocation strategy. We differentiate between the al- 
location strategy and the mechanism of allocation. These are really 
two separate matters, although they are in some cases related to each 
other. For present purposes we are concerned only with allocation 
strategies and not with the question of the optimal mechanism under 
which to carry out the appropriate strategy. Thus we are not concerned 
with whether the government actually makes the allocations, or whe- 
ther these are made through the mechanism of private enterprisers 
operating on their own, or operating under a system of subsidies and 
taxes, etc. 


The given investment fund available at the outset can be allocat- 
ed among a number of industries or uses. The two main aspects of the 
allocation problem solved simultaneously, in practice, are (1) the allo- 
cation between industries and (2) the allocation among techniques. Any 
concrete allocation must involve choosing the technique while one 
chooses simultaneously the industry. But to simplify the discussion we 
shall assume, except where we specifically indicate otherwise, that the 
allocation is to be made among industries. That is, we assume that 
for each indutry the technique of productiom is given, unless other- 
wise stated.? 


Now we have to distinguish between an “allocation plan” and an 
“ allocation”. By an allocation plan we have in mind any specific al- 
location of the investment fund among the industries. Thus if A is an 
allocation plan, we may write a, a, as the details of this alloca- 
tion plan. In other words, a; denotes the amount of the investment 
fund that is to be used for the addition of capital in the i™ industry. 
We view a, as a specific allocation and A as an allocation Plan. There 
are, of course, innumerable allocation plans that are possible and our 
problem is to pick that allocation plan which most meets the objective 
contained in the decision environment. The general allocation problem 
is to find a criterion or principle (i.¢., a startegy) by which to order or 
rank alternative allocation plans. Usually the allocation plans are 
in themselves of so complex a nature, or their consequences taken 
as a whole are so complex, that it is not possible to rank alternative 


’ 


2 We can get around this problem by defining “ industry” in such 


a way so that the production of a commodity with a different technique 
implies as different industry. The reader may substitute this interpretation 
for the one in the text if he wishes. 
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plans directly. An alternative (and usual) procedure is to find a means 
of evaluating the consequences, for example, the income stream, of 
a specific allocation. By comparing the consequences of alternative 
allocations, and by shifting units of investment from one allocation 
to another until the consequences are equated at the margin an opti- 
mum is obtained. In this manner the ranking of allocation plans is 
achieved indirectly. 


More specifically, the usual scheme is to assume that there is a 
specific consequence that follows from a specific allocation. Let us 
write c; for the consequence that follows frdm the allocation a; Once 
we know the set of consequences c, for all i, and once we are able to 
tell what happens when we shift a small amount of investment from in- 
dustry i to industry, j, or vice versa, we are then able to apply the well 
known equi-marginal principle in order to obtain a maximum.’ But it 
is important to observe that this really does not tell us very much 
about the solution of the problem in any concrete situation. What it 
does do is merely suggest some of the questions that have to be answer- 
ed in order to approach a solution. For example, (1) What are the con- 
sequences to be considered for any specific allocation ? (2) How are 
these consequences generated by the economic system as a whole ? 
That is to say, how do we visualize the process that generates the stream 
of consequences resulting from a specific allocation ? (3) Are the con- 
sequences unique and unalterable by social action or can they be chang- 
ed, to some extent, by interference of a social agency ? (4) For any 
given allocation what is the variety and range of consequences and 
how are these consequences related to each other ? etc. 


The time element enters the problem in several significant ways. 
We have already alluded to the fact that the time factor may enter im- 
plicitly or explicitly in the determination of the development objec- 
tive. One consequence of this is that we have to devise means by which 
to judge alternate output streams ; for example, through a discounting 
technique, that enables us to evaluate alternate streams in terms of 
their present values. 


But the time element enters the picture in a more fundamental 
sense. There is a time aspect to our view of the allocation problem. 

* At no point should we argue against the applicability of the equi- 
marginal principle, or some variant thereof. The appropriateness of the cal- 
culus to maximum problems is not in question. Even in those case where it 
appears that the marginal productivity criterion is not applicable, we should 
not argue against the “ marginal” aspect of the criterion. The argument 
rather is always to be understood to be with respect to the content of the 
criterion and not the application of the marginal concept as such. The 
marginal concept may be said to be contentless. Economists’ arguments, 
should not be about the mathematics of maximization. 








876 THE INDIAN ECONOMIC JOURNAL 


Namely, are we to be concerned with a single allocation plan or a 
sequence of them. That is, the determination of the allocation plan 
for one year may be very different, if we determine it as a once-and-for- 
all matter, apart from future plans, or if we determine it in connection 
with a series of future plans. In other words, the strategy for a single 
year need not be the same as the strategy for that year when we are 
simultaneously considering the strategy for n years. 


Now, the time elements probably determine the extent to which 
the indirect effects of an allocation plan should be taken into account. 
It is likely that the greater a4he time period that is considered the more 
significant are the indirect aspects of the problem, and the less appli- 
cable are the ceteris paribus assumptions. But the longer the series of 
allocation decisions to be made, the greater the possibility of taking 
into account and influencing some of the indirect effects. 


We now state in a few words the crux of our analysis. We dis- 
tinguish between the direct and indirect consequences that we attribute 
to specific allocations. By a direct consequence we have in mind the 
increase in the output stream in a given industry that results from the 
allocation of investment to that industry. The indirect consequences 
are all of the other effects that may be attributed to this allocation, 
either by itself or in connection with the rest of a specified allocation 
plan, or series of plans. The hearth of the matter is whether the in- 
direct consequences are significant for development purposes. The diff- 
erences between the few models that we shall elaborate, and the al- 
location criteria appropriate to them, and between a host of other 
possible models, will rest almost entirely on the extent to which the 
indirect consequences of given allocation are taken into account. 


To elaborate this idea, we might specify briefly some of the in- 
direct consequences that come to mind. The allocation plan may affect 
(1) the future investment as well as the future output stream. (2) It may 
affect the propensities to consume and the propensities to save. (3) The 
allocation plan and the accumulation of capital that results thereby, 
may change the environment in which work takes place and in this 
way may possibly affect, (a) intensity of effort, (b) the energy of the 
work force, (c) the degree to which the labour foree is willing to adhere 
to work displine, (d) the degree to which they develop feather bedding 
and innovation-retarding practices, (e) the nature of work morale, 
(f) the degree of economic and social mobility, and a host of other 
similar factors. (4) The allocation, by affecting the structure of capital, 
will affect the productivity of the labour force from the point of view 
of establishing a new relationship between the capital structure and the 
skill structure of the work force. (5) Finally, the allocation plan, and 
its consequent capital accumulation, may affect the social and cultural 
environment under which the economy operates, and in turn affect 
various aspects of the quality of the population. We shall elaborate 
on some of these matters as we proceed. 
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1V. Some Alternative Models Considered 


If there were no space and time limitations, then we might con- 
sider, one by one, a large number of decision environments. But in view 
of such limitations a rather brief characterization and comparison of 
only a few decision environments will have to suffice. We shall consider 
two for which the social marginal productivity criterion is correct, and 
then sketch one environment for which the social marginal productivity 
criterion does not apply. Finally we shall discuss some of the critical 
elements that would determine the applicability of social marginal pro- 
ductivity or other criteria. 


Model 1—A neo-classical type model 


For our first decision environment we shall assume : (1) that the 
objective of development is to maximize the present value of the aggre- 
gate Output stream ; and (2) that there exists some acceptable discount- 
ing procedure, and discount rate. 


The theory we have in mind for this particular decision environ- 
ment is that which comes closest to the static, conventional, micro- 
economic (text-book variety) model of the economic process. We assume 
the existence of factors of production, human and non-human, which 
form the stock of potential inputs. These inputs are combined in the 
production process in order to yield the stream of outputs. Invest- 
ment, in this model, is defined as the net addition to the stock of non- 
human inputs. It is further assumed that during the time period in- 
volved the quality, size, and nature of the work force remains constant. 


The consequence of investment, in this case, is simply, and only, 
to add to the stock of capital goods. The allocation problem here is 
reduced to a comparison of those income streams that result as a con- 
sequence of alternate allocation plans, and to the choice of a startegy 
that leads to that allocation plan whose output stream has a present 
value that is equal to or greater than that of all alternative allocation 
plans. The conventional marginal productivity principles is clearly 
effective here. The allocation of funds to a given industry results 
in an increase in the present value of that output stream. At 
the margin one can determine the present value of the output stream 
that results from the marginal input of investment in that industry. 
By comparing the marginal productivities thus defined, that is, the 
addition to the present value of the output stream that results from 
the application of a marginal increment to the capital stock, and allo- 
cating the capital fund so that the marginal productivities are equal for 
all industries, we maximize the addition to the output stream. 


In this case only the direct consequences of any specific alloca- 
tion are taken into account. Note the assumption that the total con- 
sequences of an allocation plan are no larger than the sum of direct 
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consequences of each of the specific allocations. That is to say, there 
are no social economies or social diseconomies that enter the picture. 
The marginal productivity of an allocation and the social marginal pro- 
ductivity of that allocation are one and the same thing in this particular 
case. However, this is not always the situation, and we must allow 
for those instances. 


It is not altogether clear from the literature how the word “ social ” 
in “social marginal productivity” is to be intepreted. There are at 
least two meanings that we could attach to the adjective “social”. (1) 
We can assume that the marginal product of an allocation has a diff- 
erent social valuation than its individual private valuation. This may 
be because of effects of the production activity which are not taken 
into account in determining private costs and prices. The usual ex- 
amples are such things as smoke nuisances, noise, etc. There exist 
in production processes costs which, because of their nature, are not 
borne privately. Likewise there may be social benefits of the same 
nature. 


The other meaning that may be attached to the adjective “ social,” 
in this context, is that the output of the allocation plan is not the 
same as the sum of the outputs of each of the individual allocations, 
when they are considered apart from the other allocations that make 
up the allocation plan. This involves the well-known complementarities 
of production between industries. 


Assuming that we add into our evaluation of the marginal product 
the differences between the social valuation and the private valuation 
we then obtain the application of the well-known social marginal pro- 
ducivity criterion. It is to be observed that in the first case it is quite 
simple to add the difference between the social and the private values 
of the marginal product since these are applied to the specific alloca- 
tion themselves, apart from the other allocations that occur within the 
investment plan, while, in the second case, it is much more difficult 
because we cannot know the social valuation for a given allocation with- 
out knowing the rest of the investment plan. That is to say, for every 
alternative investment plan, here exists an alternative social valuation 
of the particular allocation under consideration. 


The important consideration for our purposes is that it is assumed 
that the social valuation of a specific allocation depends only on diff- 
erences between social and private costs, social and private benefits, 
and on the complementaries of production. Notice that the social 
valuations of the results of investment do not depend, in this model, on 
the effects of the allocation plan on the size, nature, quality, or desires 
of the work force, and populace as such. It is this last aspect that will 
differentiate, in great part, this decision environment from the one that 
we shall consider below under model 3. 
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Model 2—Neo-classical model—per capita output maximized. 


The decision environment we now consider is exactly the same as 
the one above with the sole exception that the objective of develop- 
ment is to maximize the present value of the per capita output stream 
rather than the present value of the aggregate output stream. It turns 
out that the result in this case is exactly the same as in the decision 
environment considered above. This is due to the fact that changes ‘n 
population and the work force are independent of the allocation plan. 
Similarly, it follows that any objective involving the population, or some 
property, characteristic, or a quality of the population, will lead to the 
same allocation criterion as above as long as such characteristics and 
properties are assumed to be independent of the allocation plan. 


Model 3—The strong interdependence model 


Under this heading we outline a decision environment very diff- 
erent from the ones considered previously. 


The objective is the same as in mode] 2—namely, the maximiza- 
tion of the present value of the per capita output stream. However, the 
vision of the economic process is very different in this case. 


The crucial difference here is that we assume that the allocation 
plan in the first period will affect a number of variables that were 
assumed to be independent in the previous models. To be specific we 
assume that the allocation plan in period one affects in a significant 
way the following aspects in subsequent periods: 


(1) The propensity to consume in subsequent periods. 
(2) The inducement to invest in subsequent periods. 


(3) The size of the population and labour force in subsequent 
periods. ° 


(4) The quality of the work force in subsequent periods. To be 
specific, the energy level of the work force, its morale, its 
responsiveness to discipline, etc. Last but not least, the educa- 
tional and skill level of the work force. 


Once we insert into our decision environment the interdependence 
of the investment plan in one period and the nature of the inputs in sub- 
sequent periods then we have a completely different situation from that 
in the models considered above. To see this consider for a moment 
the possibility that arises from the fact that population growth is no 
longer exogenously determined. For example, allocation plan A may 
maximize the present value of the aggregate output stream but induce 
a large rate of population growth, while allocation plan B may lead to 
a smaller increase in the aggregate output stream but induce a more 
than proportionately smaller increase in population growth. Allocation 
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plan B will then be preferred to A if our objective is to maximize per 
capita output. The marginal productivity criterion, as this is usually 
defined, no longer suffice under such circumstances. 


At this juncture a semantic note is in order. The concept of pro- 
ductivity is rarely, if ever, considered to be identical with the totality of 
consequences that follows from a given allocation plan. Rather, by the 
productivity of a given set of inputs we usually mean the flow of out- 
puts that results directly from the combination of the inputs. It 
does not take into account other consequences that are not directly re- 
lated to the flow of outputs. That is to say, it is rarely, if ever, sug- 
gested that the concept of producivity should also include the behaviour 
of the factors of production in their capacities as consumers, investors, 
procreators, and so on. Clearly this is in accordance with the ordin- 
ary and common sense usage of the word “product” and “ prduct- 
ivity”. Thus it follows that when the aggregate product stream, in 
the sense just indicated, is not the sole consideration then an alloca- 
tion criterion that involves only the product stream, (or productivity), 
such as the marginal productivity criterion, cannot be universallv 
applicable. 


The correct allocation criterion under decision environment 3 is 
much more difficult to determine and state than under the others. Here 
we have to look for that allocation plan that leads to a time pattern 
of capital growth per capita, and of growth in the quality of the popula- 
tion, again per capita, so that the present value of the output stream 
per capita is maximized. There are two streams that are of primary 
importance. First, we have to consider the regular re-investment stream. 
That is to say, we have to take into account the extent to which the 
allocation plan affects the investment rates and amounts, on a per 
capita basis, in the future. Second, we have to consider what might be 
called the human re-investment stream. That is to say, we have to 
take into account the extent to which the consumption patterns, as well 
as the investment patterns, that are consequences of the allocation plan, 
affect the quality of the population, and in turn, the productive capacity 
of the population—all of these in per capita terms. For present pur 
poses we need not attempt to spell out the exact criterion applicable to 
this decision environment. It should be clear from the foregoing that 
many more considerations are involved here than are usually taken 
into account in the application of the marginal productivity criterion. 
Certainly the marginal productivity criterion, as defined here, will not 
always give the correct result under these circumstances. 


However, the semantic aspect of the debate must not be lost sight 
of. That is to say, part of the argument may have to do with differ- 
ences in the way we use words. For example, a great deal depends on 
how we interpret the word “ social” in the social marginal productivity 
criterion. If by social rather than private marginal producivity valua- 























INVESTMENT POLICIES 881 


tions we are to understand the inclusion of all of the factors that we 
have considered in the last decision environment then, of course, the 
social marginal productivity criterion will always give the right result. 
But in this case are we not stretching the meaning and interpretation 
of the word “social”? It seems to me that the only thing that 
“ social” suggests is the fact that there may be some valuations which 
for society as a whole are different from the valuations as determined 
by private decision making entities. All that the adjective “ social” re- 
ally tells us is to be on guard and not accept the private valuations of 
productivity. It does not tell us, nor does it spell out, what are the 
factors to be taken into account in the determination of social valua- 
tions rather than the private valuations. Clearly, on this latter aspect, 
there may be legitimate differences of opinion. Problems arise because 
such differences are often not made explicit. 


V. Review of Critical Elements 


Semantic illusions may lead us to believe that we differ on alloca- 
tion criteria when in fact we are merely using words differently. But 
apart from such semantic tangles the differences may be real ones 
when they are based on different decision environments. However, we 
have seen that different decision environments are in themselves not 
always sufficient to lead to different investment criteria. In other words, 
there is not a one-to-one correspondance between decision environ- 
ments and appropriate allocation criteria. Rather, there are many 
decision environments for which the same allocation criterion may be 
applicable. (It is this feature that may be responsible, in part, for 
the belief in the near universality of some criteria). For example, de- 
cision models 1 and 2 considered above implied the same alloca- 
tion criterion and policy although the objectives in these decision en- 
vironments were different. The reason for this was that the difference 
in the objectives was connected with a variable (population) that was 
assumed to be exogenous to the system and hence could not be affect- 
ed by the investment plan. 


Whether or not different decision environments lead to different 
allocation criteria and policies will depend, in great part, on the in- 
teraction between four broad factors: (1) the significance of the in- 
direct consequences of the allocation plan (or plans), (2) the possibil- 
ities and costs of using direct social instruments (e.g., government 
action) to determine the values of variables or parameters, (3) the 
differences in the view of the economic development process (i.¢., in 
different development theories), and (4) differences in objectives. 


(a) Indirect consé€quences of allocations and direct social instru- 
ments. Items (1) and (2) above are very closely connected because the 
operation of the second may nullify the significance of the fist. That 
is, if the indirect consequences of an allocation plan is important, but 
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if the values of the variables or parameters so affected can be altered 
by the use of direct social instruments which are costless, then the 
indirect consequences can always be counteracted. For example, com- 
pare models 2 and 3 in the previous section. The objectives in 
both models are the same, but in model 3 some of the indirect con- 
sequences of the allocation plan are assumed to be important, and to 
affect variables (population size, investment rate, etc.,) that are assumed 
to be exogenous to the system in model 2. The two models do imply 
different investment criteria and policies. But if we had assumed (as 
part of the decision environment) with respect to model 3 that the 
government could by direct action determine the size of the popula- 
tion, the quality of the labour force, the rate of investment, and so on, 
and if the costs of doing so were trivial, then the same investment 
criteria and policies would have been applicable in both cases. But, 
of course, some may believe that the use of direct social instruments 
for some of these purposes may not be possible, or that they should 
not be used for ideological reasons, or if possible and permissible they 
may be costlier than taking into account the indirect consequences of 
the allocation plan. In any event we see that different views about the 
possibility and efficacy of various types of potential government activi- 
ties, and their costs, may logically lead to different views about appro- 
priate allocation policies. 


(b) The time aspects of the decision environment. Whether or 
not the indirect consequences of an allocation pian (or series of plans) 
are significant may depend on the time horizon and time committment 
aspects of the decision environment. Once again compare models 2 
and 3. If the time horizon is very short, say only five years rather than 
several generations, then the indirect consequences considered in 
model 3 may be trivial, and the appropriate investment policies may 
be the same for the two models. That is, it may take some time for the 
indirect consequences to take hold, so to speak. 


Even more important is likely to be the question of the time com- 
mittment of the investment policy. For example, consider the possible 
difference between a one-shot-only investment policy versus one for a 
whole series of potential investment plans, for, say, twenty years. 
The indirect consequences of a single plan may turn out to be trivial, 
and may perhaps best be ignored. In this case the policies for models 
2 and 3 can be the same. But the indirect consequences of a 
series of investment plans over a twenty year period may be consider- 
able. In this latter case the investment criteria and policies applicable 
for the two models may be very different indeed. Also, the appropriate 
investment plan for a given year that is looked upon as a one-shot- 
only affair, without reference to future investment plans, may be very 
different than the appropriate investment plan that is part of an inte- 
grated series 
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The imporance of the indirect consequences of an allocation plan 
is determined, in part, by our views of the development process, which, 
in turn, is distinguished by the nature and importance of the variables 
that we assume to be endogenous to such a process. We now consider 
briefly the treatment of some of these matters. 


(c) Population. The question of how to treat the population 
aspect in our decision environment enters in at least two different im- 
portant respects. If the objective is to maximize some per capita 
variable then the growth of population enters in a significant sense 
since it determines the denominator of the ratio that determines the 
per capita value. The second sense in which population may enter the 
problem is that the qualities of the population (in the sense of acquired 
qualities such as learned skills, education, health, and so on) may 
change over time and affect some of the target variables. Sor example, 
the energy and skills of the population may change over ume as a 
consequence of the pattern of investment, and as a result change the 
productive capacity of the population. 


With respect to population size the usual argument revolves 
around the fact that fertility patterns of various groups in a popula- 
tion may depend on the roles, especially social, familial, and economic 
roles, that the individuals composing these groups generally play. For 
example, urban populations often have different fertility rates than 
rural populations, white collar groups often have different fertility 
rates than either rural agricultural groups, or urban manual labourers, 
and so on. Since the pattern of investment allocation is likely to in- 
volve both the demand and supply of the labour, and in turn influence 
the economic and social role patterns, and the distribution of role 
patterns, it may in this way also influence the consequent fertility rates 
of the population. It is through such indirect means that the allocation 
plan may have an effect on population size and population growth. 


More directly the allocation plan may determine both the aggre- 
gate output and the level of consumption which in turn may, to a cer- 
tain extent, influence mortality rates, and therefore the rates of popula- 
tion growth. The main point to be considered here is that there is 
little question but that we can visualize circumstances in which a con- 
nection exists between the allocation plan (or series of plans) and the 
rate of population growth. 


(d) Investment and reinvestment rates. In considering the effects 
of an allocation plan (or plans) we must take into account not only 
the addition to the output stream that results from the allocation plan 
(or plans) but also their possible influence on the rates of savings 
and investment in the future periods. As before the importance of this 
element depends on whether we look upon the rate of savings and in- 
vestment as determined exogenously or whether it is determined in part 
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by the social and economic environment created by the sequence of 
allocation plans. If it is the latter, then we arrive at a different con- 
clusion about investment policy, one that is closer to that considered 
under model 3 than if it is the former. On a priori grounds it 
would appear that rates of savings and investment depends on income 
distribution and perhaps on the role composition of the population, and 
on the social and cultural environment in which the popuiation finds 
itself. To think of it in terms of extremes the pattern of savings of 
peasants is likely to be very different from that of socially mobile 
white collar workers. Also, we might expect that the environment and 
the role composition of the population may be determined by the allo- 
cation plans that take place. As before a lot depends on whether or 
not we believe the savings and investment rates can be determined by 
direct governmental action, or the use of other social instruments, and 
also whether such determination is or is not costless. 


(e) The possible relation of social objectives to the development 
theory. A point well worth commenting upon, but one which 1s quite 
different from our previous considerations, is the poSsibility that the 
objective of development may depend on both the development theory 
we have in mind and the possibilities of development given the in- 
vestment fund available. For example, if we believe in the critical 
minimum effort thesis that the author has developed elsewhere,‘ then 
we might take the view that if an investment fund is too small then 
there may not be any allocation that will lead to sustained develop- 
ment. In this case the objective may be made to depend on whether 
or not sustained development is possible If the investment fund is 
such that a sustained development is a possibility then we might allo- 
cate the investment fund in accordance with policies that lead to 
high rate of reinvestment in the near future, and as a consequence 
not raise the consumption of the population in the early periods to the 
level that it might have achieved without the higher investment rate. 
On the other hand, if the investment fund is too small to generate sus- 
tained development, then we may decide that since development is nvt 
of the question in any event, that we should concentrate our efforts on 
maximizing the consumption level of the population even if in the 
long run this leads eventually to a return to the previous rate of con- 
sumption. We shall not elaborate on this aspect of the problem but 
merely point to the fact that appropriate investment policies may de- 
pend, under some circumstances, on criteria other than the maximiza- 
tion of the output stream. 


(f) Population and lobour force qualities. A second variable 
(or set of variables) of significance that is usually not considered in 
static or short run economic analysis is the changes in the quality of 


* H. Leibenstein, Economic Backwardness and Economic Growth, 
John Wiley and Sons, New York, Chapter 8. 
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the population, in the resulting labour force, and in all of the char- 
acteristics and properties that we may associate with the notion of 
acquired population qualities. We cannot take up every aspect that 
might come under this global concept, but an enumeration of a few 
might indicate what we have in mind. Some of the qualities that may 
be of significance for productive purposes are the energy of the popula- 
tion, the acquired skills of the population, the flexibility of the labour 
force, the economic and social mobility of the population, and the 
general responsiveness of the population to economic incentives, and 
so on. The question that arises is whether changes in these properties 
are independnt of the allocation plans that occur, and hence of the in- 
vestment policies that determine them. It must be clear that we can 
think of some possibilities under which the allocation plans would 
affect the qualities of the population. For example, the nature and 
variety of consumption goods, which are, in part, determined by the 
allocation plans, will in turn have their influence on the energy level 
of the population. Also, expenditures on such things as education and 
educational facilities will in part determine the acquired skills of the 
population, and their productive capacities. Similarly, the invironment 
created by a series of allocation plans, may, in part, determine the 
psychological attitudes of the population as well as their flexibility, 
mobility, and responsiveness to economic incentives. 


A central aspect of the view just presented is that the qualities 
considered are entirely acquired rather than innate. They are char- 
acteristics that are determined by the social and economic environ- 
ment under which the population lives, and in part, determiacd by the 
expenditure patterns of the population as such. But the expenditure 
patterns, both of an investment and consumption kind, may be deter- 
mined in part by the nature of the allocation plans that take place. 
Thus we see that an obvious relationship between these elements and 
investment policy exists. Whether this relationship is really signi- 
ficant or not may be a debatable matter. But clearly our view of what 
investment policy is appropriate will depend on whether the elements 
that we have just considered are looked upon as endogenous or ex- 
ogenous variables within our theory. 


In this general connection we may look at model 3 as one that 
is consistent with the view that economic development involves not 
only growth in the capital stock, looked at in terms of the aggregate 
valuation of the physical non-human assets of the economy, but also 
that it depends on the transformation of the labour force and popula- 
tion as such. That is to say, the nature of an industrial populations, 
the stimuli to which they respond, their energy, the motivations that 
lie behind their behaviour, as well as the things that they value and 
the skills that they possess, are very different from that of the typical 
peasant population that form so large a part of the population in the 
typical underdeveloped area. If this type of transformation is looked 
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upon as the paramount phenomenon of development then it would seem 
to follow that model is more appropriate than the others considered. 


On the other hand, if we view the process of development as some 
thing that does not affect in any marked degree the population as such, 
then of course models 1 and 2 may be adequate. It is to be noted, 
of course, that we may accept the view about the importance of the 
transformation of the population as part of the process of develop- 
ment and yet not accept the appropriateness of model 3. This would 
be correct if we believed that such a transformation occurs independ- 
ently of the allocation plans in the initial and subsequent periods. In 
other words even, if we accept the view that the transformation of the 
acquired qualities of the population is of paramount importance, we may 
believe that such a transformation is entirely socially (or government- 
ally) determinable. That is to say, it can be achieved directly withoui 
in any way involving the investment plans within any period, or it may 
be achieved through exogenous factors or influences that are pri- 
marily functions of time but which in no way are related to the invest- 
ment plans period by period. Which view is correct is the subject for 
another occasion. Here we merely suggest that these are some of the 
issues that may be at the heart of the debate over appropriate invest- 
ment allocation policies. 


Berkeley, California. H. LEIBENSTEIN 




















INTERNATIONAL INVESTMENT AND ECONOMIC 
DEVELOPMENT 


1. Introductory 


In the economic development in the Victorian age international in- 
vestment played an important role and one naturally asks : what re- 
stricts the role of such investment in the world of today. Of course, the 
experience of Soviet Russia demonstrates that it is possible to relate 
a programme of a high rate of economic development to a purely do- 
mestic policy of capital formation based on a fundamenial reorgani- 
sation of economic structure utilising what Paul Baran calls the 
“ potential economic surplus” to the maximum extent tor develop- 
ment. Such a solution, no doubt, involves a political choice in favour 
of a centralised system with an effective administrative machinery to 
restrain “unnecessary” consumption. If such a course is politically 
not feasible, then the amount of maximum home effort for develop- 
ment is subject to a celing placed by the maximum rate of Investmert 
that can be had without an intolerable cut in consumption and within 
the politically acceptable framework. If this rate of investment is in- 
sufficient to get a desired rate of growth of per capita income, then 
the deficiency may be made up by the import of foreign capital. This 
was the approach of the U.N. experts on economic development’ who 
estimated the overall capital requirements in the underdeveloped world 
as a whole at $19 billion annually if the per capita incomes were to be 
raised by 2% annually. The actually available savings amounted to 
only $5.24 billion in 1949 and therefore the experts recommended the 
annual flow of foreign capital to the underdeveloped countries well in 
excess of $10 billion. There is no doubt that to raise these countries 
from the level of object poverty, such a flow of foreign capital from 
the richer countries should take place, though obviously this would be 
feasible only in an ideal world where the development of underdev- 
eloped areas would become a truly international responsibility. We 
are, however, concerned in this paper not with the moral problem of 
helping the backward areas but to investigate whether there can be 
any economic motives for foreign capital to flow to underdeveloped 
areas on a large scale. First, what are the lessons of ihe postwar 
experience ? 


' U.N. : National and International Measures for Economic Develop- 


ment of Underdeveloped Countries. 
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ll. International Investment in the Postwar World 


Private direct Investments 


According to the estimates of a recent U.N. study’, long-term pri- 
vate capital outflows from the capital exporting countries have been 
running, in the postwar years, at an annual average of $2 billion, the 
major part coming from the U.S.A. Of course, no exact figure can 
be given for the total international flow of private capital because ot 
the incompleteness and incomprehensiveness of the available data on 
private capital movements. In spite of the progress made in the re- 
cording of capital movements, classifications and methods of computa- 
tion used by different countries are by no means comparable. For 
this reason we shall be content with getting a rough picture of the 
international flow of private capital in the postwar years and since the 
U.S.A. has been the major exporter of capital in the postwar years 
(and also likely to remain so in the foreseeable future) and also because 
the available data for that country admit of more analytical split-up 
we shall confine ourselves to the analysis of the behaviour of U.S. 
foreign investments in drawing certain general conclusions relevant for 
our purpose. 


The following table describes the broad trends in the magnitude 
of U.S. private investment abroad. 


TaBie I 


Outstanding U.S. Private Long-term Investments abroad in 
billions of dollars 


1930 1946 1952 1955 1956 





Direct Investments _... ove os 6.6 7.2 14. 
Portfolio Investments 7.2 5.1 
Source: U.S. Department of Commerce: Survey of Current Business, August 
1955, August 1957. 
As the above table brings out clearly, the portfolio investment has 
yielded its place to the direct investment, which has been responsible 
for almost the entire increase in the total private investments of the 
U.S.A. abroad. As for the source of investment, the above quoted 
U.N. study brought out the fact that reinvestment of profits by branches 
and subsidiaries of the U.S. corporations was responsible for 75% 
of the total increase in investments in the period from 1946 to 1952. 
The greater part of the new outflow of capital was devoted to petro- 
leum while reinvestment of earnings was the major source of addi- 
tions to investment in the manufacturing industries. 


More striking features of the behaviour of U.S. direct investment 
abroad emerge as we analyse its distribution by countries and by sec- 
tors of economic activity : 


2 


U.N. : International flow of Private Capital, 1946-1952, N.Y. 1954. 
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This table speaks for itself. The relatively well-developed coua- 
tries of Canada and Western Europe account for 48.5% of the total 
outstanding direct investments, the share of Canada alone being more 
than 33%. On the surface, it appears that the distribution of U.S. 
direct private investments has been fairly even as between the under- 
developed and the developed countries. But among the underdevelop- 
ed countries themselves, the distribution has been grossly uneven, with 
Latin America accounting for more than two-thirds of the total out- 
standing investments in underdeveloped countries. Latin America and 
Canada together account for 68.4% of the total outstanding direct in- 
vestments in 1956. On the total increase of $10.3 billion in direct in- 
vestments from 1950 to 1956 (the earlier figures are not strictly com- 
parable) $3.9 billion or approximately 38° went to Canada; Latin 
America received $2.67 billion or 26% ; Western Europe got another 
17%. It thus appears that geographical contiguity and close trade 
relations have been the principal factors influencing the flow of U.S. 
capital abroad. If this trend is likely to continue, then the countries 
of Asia cannot hope to attract any sizable amount of private capital 
from the U.S.A. 


Another striking feature of the U.S. direct investments abroad is 
that whereas in the developed countries the distribution of investments 
between manufacturing and other sectors of economic activity has 
been fairly even, in the underdeveloped countries the dice is heavily 
loaded in favour of extractive industries such as mining and smelt- 
ing, petroleum, plantations and strategic raw materials. 


Many reasons may be advanced for this behaviour pattern of U.S. 
direct investments abroad. First, private investment is guided by pro- 
fit considerations and in the underdeveloped countries various factors 
such as the lack of basic facilities, the smallness of the domestic mar- 
ket due to object poverty, combine to make them relatively poorer 
fields for direct private investments from abroad. Moreover, to the 
extent that direct private investment abroad is undertaken by giaut 
business corporations, the relatively homogeneous pattern of wants 
in relatively developed countries makes it easier for these corpora- 
tions to extend their line of business activity in such countries rather 
than underdeveloped countries (less expenditure has to be incurred in 
developing a market in the former than the latter). All these various 
factors combine to give relatively larger yields in manufacturing ir 
developed countries, especially in the neighbouring count’y of Canada. 
On the other hand, the need for raw materials and strategic materials 
produced for the export market (which is at home, i.e. U.S.A.) alone 
give all the advantages of large scale profitable and secure market and 
therefore these have been the traditional sectors attracting the private 
foreign investor. In view of these facts, it seems that so far as invest- 
ment in the underdeveloped countries is concerned, its main purpose 
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has been to supply primary raw materials for the U.S. market. On the 
basis of a rough calculation covering 21 important primary products, 
it has been estimated that 25 per cent of total U.S. imports in the 
period 1946-50 were derived from U.S. controlled companics abroad.” 
Of the total increase of $6.4 billion in U.S. imports between 1946 and 
1955 imports worth $1.2 billion were supplied by U.S. owned com- 
panies, these companies supply also roughly 33% of total U.S. imports 
from Canada and Latin America each.* And if the U.S. investors 
went to manufacturing in underdeveloped countries, they have increas- 
ingly tended to concentrate in assembling and processing plants, esta- 
blished abroad to facilitate and expand the sales or to jump over the 
tariff walls or else to avoid the transport costs where they are heavy 
if the product is exported in a completely finished form. 


In view of this characteristic pattern of direct private investment 
abroad, it may be asked. as to what contribution can it make in further- 
ing an allround, balanced economic growth in underdeveloped coun- 
tries. Hitherto, it seems that the U.S. direct investment abroad was 
merely an extension of the U.S. manufacturing industries into the field 
of processing their own raw materials in foreign countries. ‘ The pre- 
sent lopsided pattern of investment in under-developed countries has 
resulted in creating a ‘ dualistic’ economic structure—a high producti- 
vity sector producing for exports co-existing with a vast low pro- 
ductivity sector producing for the domestic market. In so far as the 
foreign investment has been really an outpost of the economy of the 
more developed countries, its main secondary, cumulative multiplier 
effects took place not where the investment was physically or geo- 
graphically located but rather, to the extent that the results of these 
investments returned directly home, they took place in the countries 
where the investment came from.’ To the extent that this * dualistic’ 
structure persists and the more productive sector does not become a 
real part of the economies of the underdeveloped countries, foreign in- 
vestment has failed to spread those dynamic forces of progress, those 
“increasing returns” resulting from the forward spread of industrial- 
isation, of which Allyn Young reminded us in 1928.° 


That such investment does bring some good results is not to be 
doubted. What we are here concerned with is its contribution to over- 
all development of the economy. Logically speaking, there is 

* The U.S.A., for example, is the largest investor in sugar plantations 
in Latin America ; in Cuba 43% of sugar production is controlled by the 
U.S.A. and it accounts for more than 50% of that country’s sugar exports (cf. 
U.N. : Foreign capital in Latin America, 1955, p. 80). 
Survey of Current Business, August, 1956. 
Singer, H. W. : Distribution of gains between investing and borrow 
ing countries. A.E.R. Supplement, May, 1950. 

* Young: Economic Journal, 1928. 
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no reason why creation of export industries should not be 
followed by the development of secondary industries—export of raw 
materials leading for example, to the processing industries and spread- 
ing forward. This, however, depends on the freight rates to the major 
export markets, the loss of weight of raw materials in processing and 
also on the deliberate policy of the foreign investor. For example, 
Venezuela and the Middle East though they account for 29% of the 
crude oil production of the world, yet they have only 9% of the world’s 
crude oil refining capacity. 





It may be true that the development of export industries provides 
these countries with valuable resources of acquiring foreign exchange. 
That, of course, is true and in a planned process of growth, this should 
prove a good source of importing foreign goods required ‘or the pro- 
cess of development. But, here, we are concerned with the things as 
they are. And it seems that excessive specialization on a few narrow 
lines of export products secures for these countries the worst of both 
the worlds—this is due to the extreme fluctuations in the prices of 
raw materials. When export earnings are high, the urge to change the 
occupation pattern is weakened and when they fall, the capacity to do 
so is extremely curtailed. 





To sum up, for the creation of a balanced economic structure, 
direct private investment cannot make any significant contribution, 
because, for various reasons enumerated above, investment in manu- 
facturing in under-developed countries is not very profitable (when 
all the risks involved are taken into account) as compared to the in- 
vestment in relatively developed countries. In 1947-48, for example, the 
average returns on U.S. industrial investment in the underdeveloped 
countries were lower than in the developed countries and for the period 
from 1945 to 1948, the average ratio of manufacturing earnings to the 
book value of investment was not more than 2.5% higher than in the 
U.S.A.’ From 1948 to 1951, the difference between earnings at home 
and Latin America was less than 4%, which in view of the disparity 
of economic and political risks may not be enough to attract invest- 
ment in manufacturing in the underdeveloped countries. 





Portfolio Investment 





If direct investment cannot make any significant contribution to 
a balanced economic growth of the underdeveloped areas, is there 
any scope for the portfolio investments, selling bonds in whe capital 
markets of advanced countries. In the heyday of British foreign ‘n- 
vestment in 1913, for example, railways and other public utility stocks 
accounted for 46% of the outstanding investments, while zovernment 






* Dernburg, H. G. : Prospects for long term foreign Investment, 
Harvard Business Review No. 4 ; July, 1950. 
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stocks accounted for another 30%, i.e. 75% of the investment was in 
government bonds or in public utility stocks. This investment proved 
mutually profitable to both the parties in the transaction; to the in- 
vesting countries it opened new cheap sources of raw materials and 
food supplies while for the developing countries it created those basic 
facilities which were the growing points for further growth. 


But since then there have been great structural changes. Apart from 
the growth in the undistributed earnings of giant business corporations, 
the other major source of savings in the modern economy are institu- 
tions like the life insurance companies. To the giant oligopolistic en- 
terprises, the purchase of foreign bonds may be a poor attraction as 
such funds as are available to them may be better reserved for the 
planning of oligopoly ‘strategy’.* To the institutional savers, such 
bonds may appear as too risky. Besides, in many countries wm the post- 
war years, there have been restrictions on capital issues for balance of 
payments reasons. Moreover, portfolio investment is liable to severe 
fluctuations under the influence of varying interest rates and such 
erratic fluctuations in the flow of funds may be highly undesirabic 
from the point of view of the capital importing countries.° Being 
sensitive to stock exchange fluctuations, a sudden withdrawal of funds 
in panic may precipitate a severe balance of payments problem for the 
debtor countries. In the thirties, this sudden collapse of international 
investment was not a small factor in the ensuing crisis, from the shocks 
of which the world has not fully recovered to this day. Apart from 
any other reason, the fact is that in the existing circumstances the in- 
vestors in the U.S.A., the only major possible source of capital, have 
not displayed any enthusiasm to absorb foreign bonds apart from the 
Canadian securities and the I.B.R.D. bonds, which alone they regard 
as nearly as good as domestic securities.’® 


Government Grants and Loans 


Governmental grants and loans have played far more important 
a role than any other source of international funds, the major share 
again coming from the U.S.A. However, the contribution of such U.S. 


7 


Rothschild, K. W.: Price Theory and Oligopoly, Economic Journal, 
1947, P- 299-320. 

* “Speculators may do no harm as bubbles on a steady streams of 
enterprise. But the position is serious when enterprise becomes the bubble 
on a whirlpool of speculation. When the capital development ot a country 
becomes the by-product of the activities of a casino, the job is likely to be 
ill-done”’. Keynes, J.M., in General Theory. 

‘° In 1954, Australia and Belgium raised loans of $25 m. and $30 m. 
respectively on the U.S. ‘market, this being the first time since 1947 that 
countries other than Canada and Israel had floated sizable loans in the U.S 
market. ‘ 
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grants to the long run developmental needs of underdeveloped countries 
has been very much limited. Before the present rearmament 
drive, by far the greater part went towards the rehabilitation of 
the economies of European countries and after the Korean war, mili- 
tary grants assumed a far greater role. Between mid-1945 and the 
end of 1955, military grants by the U.S.A. (consisting of articles and 
services used by the military forces of the receiving countries) totalled 
$15.8 billion, ‘economic and relief’ grants—and these include assi- 
stance to sustain the defence burden of the recipient countries, total- 
led $27.5 billion and credits amounted to $10.9 billion. Countries of 
Asia received in 1955 $623 million in military aid and a further $759 
million in ‘economic aid and relief.’ Of the amount spent in Asia in 
1955, Indo-China and Korea, however, account for about two-thirds."' 
This needs hardly any elaboration. However, it is interesting to note 
that the Randall Commission did not take very kindly to such “ econo- 
mic aid” and recommended its termination as soon as possible. Now 
to the International Bank for Reconstruction and Developinent. 





International Bank of Reconstruction and Development 









The I.B.R.D. had granted loans worth $2,432 million by March 31, 
1956, the major share being development loans as distinguished from 
the reconstruction loans which were the predominant part of its lend- 
ing in the earlier years of its operation. The following table brings 
out the distribution of loans among the various regions. 







Loans granted by I.B.R.D. (net of cancellation and refunding) till 
March 31, 1956 


(Millions of U.S. dollars) 







Western 
Austra- Hemi- 
Asia Africa Europe lia sphere World 






















Purpose 
Total eee eee eee 345 268 929 259 631 2432 
(i) Development... 345 268 432 259 631 1935 
(ii) Reconstruction — ae 497 — — 497 







Source: 1.B.R.D. reports. 





The Bank was intended to supplement rather than suppiant pri- 
vate investment. It was to grant loans where finance could not be 
raised privately on reasonable terms and there were reasonable pro- 
spects for repayment ; second, the loan was to be for a specific pro- 
ductive use and the object of loan was to be of sufficeint importance 









‘1 National Advisory Council on International Monetary and Fin- 
ancial problems, semi-annual report to the president, January-June, 1955, 
Washington, D.C., 1956, p. 45-46. 
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to warrant a foreign exchange liability and, normally, the extent of 
any loan was to be restricted to the foreign currency requirements of 
the project. This foreign currency appoach of the bank came in fo: 
severe criticism at the hands of a U.N. expert committee on economic 
development and that committee opined that “the Bank has not ade- 
quately realised that it is an agency charged by the U.N. with the duty 
of promoting economic development” and the Bank “cannot be said 
tc be meeting the challenge of circumstances.” With reference to the 
foreign currency aspect of financing, they remarked, “ What is impor- 
tant is to build up the capacity of underdeveloped countries to produce 
goods and services. The Bank should start from this point rather 
than from a measurement of foreign currency needs. And if develop- 
ment succeeds, the transfer problem of meeting the debt charges 
should take care of itself. At present, the Bank puts the cart of for- 
eign exchange difficulties before the horse of economic development.” 
The experts recommended that the Bank should set itself the target 
of lending $1 billion yearly for economic development—which, how- 
ever, remains unimplemented. 


That the I.B.R.D. is rendering a valuable service to the under- 
developed countries is beyond doubt but that with its present frame- 
work it can never by a very important source of development finance, 
the Bank itself has repeatedly emphasised. The Bank is of the view that 
the major burden of development should be borne by private investment 
and/or grants and loans by the industrialised countries. The Bank, 
after all, has only limited resources at its disposal as the scheduled 
total of its capital is not really available for lending and the actually 
available amount is the 20% of the U.S. quota plus 2% of subscriptions 
of other members paid in gold or dollars, plus such amounts of other 
currencies the use of which may be authorised from time to time. To 
have additional funds at its disposal, the Bank has got to resort to the 
capital markets. As an institution meaning to pay its way, the Bank has 
got to charge a rate of interest high enough to cover both the interest at 
which it itself raises funds in the capital market plus its administra- 
tive costs. To ensure repayment of debts, it cannot very much relax 
its rigid standards of judging the suitability of financing a particular 
project. All this naturally very much limits the demand for loans and 
as things are, even with a sizable increase in its loans, the Bank can- 
not hope to be a very important source of development finance. 


In addition to the I.B.R.D., the Import-Export Bank of the U.S.A, 
established in 1934 to finance “ projects promoting U.S. foreign trade” 
has been another source of international finance and by the end of 
1953, it had lent $5.2 billion, but only 38% of it went to the under- 
developed countries. The Bank is run on a commercial basis and it 
judges projects for financing “in the light of their worthiness as to 
self-liquidation and their benefits to the recipt foreign economies in 
respect to dollar earnings or savings.” As such, it suffers from all 
those defects from which the I.B.R.D. does. 
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Ill. Prospects 


The performance of international investment in the postwar world 
must have disappointed those enthusiastic advocates of international 
investment who were hoping for a flood of foreign capital flowing to 
underdeveloped countries. And the reasons are not far to seek. 


The early postwar discussion of the role of international invest- 
ment had for its background the great Depression of the thirties and 
the pessimistic implications of Keynes’ General Theory of Employ- 
ment, Interest and Money. Keynes not only pointed out the dange- 
rous instability of income and employment in advanced capitalist coun- 
tries but also threw out hints that the characteristic level of employ- 
ment in advanced capitalist economies was more likely to be one of 
persistent underemployment rather than full employment. This pessi- 
mistic view of long run development under advanced capitalism found 
its most rigorous formulation in Professor Hansen’s Stagnation Thesis 
which emphasised the grieving lack of investment opportunities to 
match the saving potential of an advanced capitalist economy. Con- 
sciously or unconsciously, neo-Keynesian economics in its stagnationist 
version has been the main inspiration of those who have advocated 
the flow of international investment to underdeveloped countries to act 
both as a stabiliser as well as to ward off the approaching danger of 
quasi-stationary states—so long as vast areas of the world remained 
underdeveloped, there was to be no danger of stagnation. In the an- 
alytical work following Keynes, foreign investment was seen to have 
the same expansionary effects on income and employment as home in- 
vestment. This seemed to inaugurate a new era for the development 
of underdeveloped countries and it was hoped that under .he compul- 
sion of enlightened self-interest economic development of backward 
countries would become a truly international responsibility. It was in 
this spirit and against the background of 1949 recession that the U.N. 
experts on economic development recommended an annual eaport of 
more than $10 billion capital to underdeveloped countries.*? 


Whatever the long run underlying trend of capitalist countries 
under normal, peaceful conditions, the postwar years have belied the 
fears of stagnationists. If anything, inflation rather than depression has 
been the main headache in almost all countries in the postwar years. 
Since the thirties, powerful popular forces have been at work tending 
to modify the character of the economic system itself-witnes, for ex- 
ample, the effects of New Deal and Fair Deal policies in the U.S.A., 
the farm support measures, and the extension of welfare state in Britain. 


12, U.N. : National and International Measures for Economic Develop- 


ment, 1951, p. 77-78. 
Martin Bronferbreuner: The High Cost of Economic Develop- 
ment, Land Economics, May, 1953. 
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These are powerful ‘built-in stabilisers’ installed at the instance of 
popular pressures On the State. And judging by the postwar experi- 
ence, it seems that if these popular pressures are intensified, there may 
be some truth in Schumpeter’s view that the capitalist evolution may 
tend to peter out because the modern state, under popular pressures, 
may paralyse its motive forces. I am, myself, far from accepting this 
view for many extra-ordinary circumstances like the new opportunities 
opened up by the war have been at work in the postwar years and 
these may be irrelevant to the fundamental trend. And nobody knows 
as to where the recessions of 1949 and 1953-54 would have stopped 
if no rearmament programme was under way. It is also true that the 
stake of outside world in the performance of the U.S.A. economy still 
remains high despite the recent experience in the 1953-54 (recession) 
and that the rest of the world still depends for its balance with the 
U.S.A. on generous American help. The U.S.A. gave in military and 
economic aid $6.358 billion in 1953, $5.232 billion in 1954 and $4.470 
billion in 1955 ; in addition, the U.S. military expenditure overseas has 
been running at an annual average of $2.5 billion in recent years.’* 
For all these reasons “the throbs of America’s large industrial heart,” 
to borrow a phrase from Sir Dennis Robertson, may still “rock the 
world’s boat.” And the U.S. economy remains as unpredictable as 
ever; despite various stabilising influences private investment—that 
villain of the piece—remains as large a fraction of Gross National 
Product as in the prewar years ; at 1929 peak it was 16%, and between 
1946 and 1951 it varied between 13% and 18%. Besides, the relative 
share of Gross National Product taken by the Government during the 
period 1946-1950 (15%) was not a great deal higher than the fraction 
absorbed in 1936-40.'* It was a great deal higher than the 1929 share, 
but this increase was at the expense of consumption not of private in- 
vestment. Thus we may well be visited again by a depression and that 
too a severe one. All this may be true but this is beside the point. So 
long as heavy defence expenditure continues and the U.S. expenditure 
abroad not severely cut, there is not likely to be any great danger of 
a severe depression. With the present armament expenditure, as both 
the American and the British governments in their replies to the U.N.O. 
on the setting up of a Fund for Economic Development stated, not 
much can be spared for aid to the underdeveloped countries. 


Such then are the immediate prospects. Let us, however, accept 
the stagnationist view for the sake of argument. Does it then follow 
that the excess savings will automatically flow to the underdeveloped 


18 National Advisory Council in International monetary and Finan- 
cial problems semi-annual report to the President, Washington, D.C., 1956, 
P. 45-46. 

‘14 Gordon, R.: Investment oppoortunities in the U.S.A. before and 
after World War II, in Business Cycle in the Postwar World; p. 283-284. 
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areas ? Clearly, private investment does not offer the best mechanism 
to fulfil this role. As we saw earlier, the primary need in underdev- 
eloped countries is of large investment in basic overhead capital, which 
though not yielding any direct returns is yet crucial to the whole fut- 
ure development. Guided as it is by immediate profit considerations, 
private investment is not likely to be attracted to such fields and in 
the absence of this basic framework the scope for private investment 
is limited. In view of this fact, the continued insistence of the U.S.A. 
that private investment is to be the major source of foreign investment 
seems not heartening.*® 


Moreover, to be expansionary in its effects to the capital exporting 
country the inflow of funds as represented by the amortisation pay- 
ments and the interest payments should be always less than the new 
outflow of investment to avoid an import surplus. Following Domar'’, 
we might express the ratio between the inflow and outflow of funds by 
a formula which in the limit, approaches the following expression. 


amortisation rate +interest rate 





amortisation rate+rate of growth of new investment 


Thus, faster the new investment grows, the smaller will be the ratio 
between inflow and the outflow and whether or not an import surplus 


‘8 Confronted with the lack of enthusiasm on the part of U.S. in- 


vestors for overseas investments in underdeveloped areas, the U.S. spokes- 
men are likely to lay the blame at the ‘ socialistic’ policies of the local gov- 
ernments. Obviously the most suitable environment for U.S. private in- 
vestors would be one where the local government also accepts the philosophy 
of development through private enterprise. But this would mean deriving 
incept analogies from the experience of Western countries. in the Western 
countries, there came to exist an entreprenurial class at an early stage of 
development and it was greatly aided by the grossly unequal distribution 
of wealth. But as Keynes wrote, “If the rich had spent their new wealth 
on their own enjoyment, the world would long ago have found such a sys- 
tem intolerable. But like bees they saved and accumulated, not less to the 
advantage of the whole community.” (Economic Consequences of Peace, 
p- 116). But in many of the underdeveloped countries, due to a particular 
constellation of historical and cultural forces, though there are gross in- 
equalities in wealth, there being no entreprenurial class as such, wealth 
concentrates into the hands of a feudal aristocracy and is spent more in 
riotious living and building mansions rather than factories. In view of the 
urgency of the situation when population is increasing at the annual rate 
of 1.5°%, the governments cannot wait for the emergence of an entre- 
prenurial class at some future date ; they have to assume, themselves, the 
entreprenurial role to plan here and now. 

16 Domar, E. D.: The effects of foreign Investment. on the balance 
of payments, A.E.R., December, 1954. 
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develops depends on the relative magnitudes of the growth rate of new 
investment and the interest rate. That sufficiently rapid growth of new 
investment can indefinitely ward off the emergence of an import sur- 
plus is not a new discovery. But can such a growth continue over 
a long period? Private investors, (those animal spirits which 
Keynes spoke) given as they are to sudden waves of optimism and 
pessimism cannot be relied upon to shoulder this heavy burden. Re- 
alising the inherent instability of private investment and its tendency 
to dry up when it is needed most (i.e. in depression) a U.N. com- 
tmittee'’ on full employment recommended that “ governments of lend- 
ing countries should take direct responsibility for a considerable volume 
of future international investment and should place at the disposal of 
I.B.R.D. at six-monthly intervals an amount equal to the total foreiga 
investment planned for the period less the amount lent through pri- 
vate investors.” This ever®increasing role of the government raising 
huge funds through public savings in normal peacetime and then trans- 
ferring abroad is, however, not at all likely to find favour in a capitalist 
country and that explains the continued insistence of the U.S.A. on 
private investment being the major instrument of foreign investment. 


And if there is no mechanism to ensure that rate of new invest- 
ment is kept sufficiently ahead of the interest payments, then apart 
from the depressive effects of an import balance, for the capital export- 
ing countries we may also be confronted with a ‘transfer problem.’ 
In the heyday of British foreign investments, the transfer problem 
took care of itself partly because almost the entire income from in- 
vestments was being reinvested abroad and partly because Britaia 
being a small island calling aloud for raw materials did not have to 
take any serious measures except abolition of agricultural protection 
to readjust her economy to her new found creditor position. In this 
way, an interruption in the peaceful evolution of world economy was 
avoided in the nineteenth century. But today not only the magnitude 
of the effort being asked to be made for underdeveloped countries is 
much higher but also the major source of investment today is the re- 
latively self-sufficient U.S.A., producing almost everything and yet full 
of vast productive potentialities. No doubt the U.S.A. has become 
a net importer of materials over the last half century'* but it must not 
be forgotten that the U.S.A. is deficient to any sizable extent only in 
a few strategic raw materials like copper, petroleum, iron ore, lead, 
zinc, aluminium and timber, and these materials are not widely_dis- 
persed over the entire underdeveloped world but are concentrated in 
a few countries. In other raw materials the technical possibilities of 
economising and growing them at home are far from exhausted. As for 


‘7 U.N.: National and International Measures for full employment, 
p. 56. 

18 MacDougal, D.: A Lecture on the Dollar Problem ; Economica, 
1954, p- 196. 
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the favourable effects of the growth in U.S. incomes on the demand 
for goods from the outside world are concerned, the main beneficiaries 
are likely to be the already highly advanced countries in the same 
stage of development and with relatively homogeneous wants, and only 
they in view of their experience of U.S. markets can produce goods 
to suit the varied tastes of Americans. Of course, all this would not 
matter in an ideal multilateral world where, for example, the under- 
developed countries could sell to the European countries and utilise 
their trading surpluses with Europe to service their debt charges to 
the U.S.A. But here also, as the 1955 Economic Survey of Europe 
pointed out, the trends are far from encouraging. With ihe completion 
of the phase of postwar reconstruction in Europe, though Europe is 
arriving at some sort of balance with the U.S.A., the position of the 
countries producing agricultural commodities vis-a-vis Europe has 
failed to improve. Various factors like @he preferential treatment 
given to home production of agricultural goods, the impact of technical 
changes in the economy of raw materials, increasing substitution of 
synthetic for agricultural raw materials have belied the earlier post- 
war expectations of a long period of relative shortage of primary pro- 
ducts with improving terms of trade for underdeveloped countries.’* 
If this trend continues, the only way in which underdeveloped coun- 
tries can service their debt obligations (assuming that there is an initial 
sizable flow of capital to them) is for the U.S.A. and other advanced 
countries to make major changes in their tariff policies especially 
with regard to commodities with high labour content which can be 
produced relatively more cheaply in underdeveloped countries. And 
here we come across a major political obstruction. When great Britain 
opened its gates to the free import of food grains from abroad, the 
farming interests had lost their former hold on the political machinery 
of the State but today in a country like the U.S.A. where farmers are 
20 per cent of the population, they form a powerful political pressure 
group which cannot be easily ignored (and in Britain the Labour 
Party which wants to give one per cent of Britain’s national income 
for international investment talks at the same time of agricultural 
protection. Of course, if the Labour Party wants to make a gift of 
one per cent of U.K.’s national income, this objection is invalid). With- 
out a major readjustment in the U.S. policy in accordance with its 
new found creditor position, even if initially there is a sizable flow of 
international investment to under-developed areas, the experience of 
foreign investment may once again end in dismal failure as it did in 
the thirties, leading to defaults and suspension of payments. 


The only other way to solve the transfer problem if a major re- 
adjustment in trading relations is ruled out, would be for capital ex- 
porters to give outright grants. From the point of view of underdev- 
eloped countries this would, obviously, be the most satisfying arrange- 
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E.C.E.: Economic Survey of Europe, 1955, p. 
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ment. But here we have to visualise a government in a capitalist 
country raising huge amounts from its people in taxation in normal, 
peaceful times (when no such arguments as the threat to national 
security are advanced) and giving them in outright grants to people 
in far off, distant lands. Even apart from the inconsistency of such 
huge grants with the basic capitalist philosophy, if the governments 
in these countries have to make a choice between making gifts to far 
away distant people or to spend the same resources at home (of course, 
as far as possible, in projects not competing with private enterprise) 
they are more likely to choose the latter course to drive the wind 
out of the sails of their more radical opponents and thus ‘bribe’ the 
voting populations into acquiescence. (Witness, for example, the Con- 
servative Party in Britain having a more ambitious housing programme 
than the Labour Party in the postwar years). Of course, it is possible 
that in this process of having to make continued concessions to popular 
pressures, capitalism itself may undergo a transformation. And if this 
is so, then the stagnation thesis has no relevance. For, as Mrs. Robin- 
son has pointed out,”’ in a technical sense there can never be any 
lack of investment opportunities till ‘bliss’ is reached. Howsoever 
developed a country may be, there are new heights to scale and new 
wants to satisfy. Thus, if the ‘capitalist rules of the game’ (which 
create a resistance to further accumulation in face of falling rate of 
profit) are themselves modified, the stagnationist argument loses its 
relevance (if we have an agency which maintains accumulation in face 
of falling rate of profit). Of course, if in this process of transforma- 
tion of society, there come about governments with their beliefs in the 
moral duty of helping the backward countries, that is a different matter. 
Here we are concerned only with the possible economic motives which 
may lead to a flow of capital to underdeveloped countries on a scale 
recommended by the U.N. experts on economic development. 


Thus the conclusion to which we are led is that, as far ahead as 
we can see, thee is not much hope of a flow of international invest- 
ment to underdeveloped areas any where near the scale envisaged by 
the U.N. experts—even though token, emergency, and political aid may 
yet be coming. And if underdeveloped countries still believe in the 
desirability of development, they must start by building capital at home. 
This involves significant sacrifices in a country where there is abject 
poverty—whether those sacrifices be termed as ‘exploitation’ or the 
“heroic co-operation between the peasants and the workers.” It is not 
for the economist to pass a value judgement whether economic develop- 
ment—in view of so heavy sacrifices—it desirable but at least he can 
and should point out that a long-run improvement in the standards of 
living is a matter of high productivity and there are no short cuts to 
It. 


Hoshiarpur MANMOHAN SINGH 
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AN ASSESSMENT OF Mr. DESHMUKH’S ECONOMIC ROLE 
A Review Article 
I 


THe book under review reproduces Mr. Deshmukh’s lectures delivered 
in February, 1957.‘ This was some months after he had laid off the 
gown of office as the Central Finance Minister. As to the competence 
of Mr. Deshmukh to review the economic events in the decade just 
past, there can hardly be any question for, to quote him, “ Throughout 
this vital decade I had the opportunity of observing fairly closely and 
taking a hand in shaping the economic affairs and economic manage- 
ment of our country”. Mr. Deshmukh was Governor of the Reserve 
Bank in 1946, and it was while he held this position that the Bank 
was nationalised. It was in this very capacity that he had participat- 
ed earlier in the Savannah and Bretton Woods conferences, and later, 
after the Independence, in the negotiations with the British Govern- 
ment in regard to the Sterling Balances. After completing his term in 
the Reserve Bank in mid 1949, Mr. Deshmukh successively held the 
posts of India’s representative in matters of external finance in Europe 
and America, financial adviser, member of Planning Commission, until 
he took over as Minister of Finance in May, 1950. 


In reviewing the economic development of the decade ending 
1956, Mr. Deshmukh could have adopted either of the two courses. 
Either he could give a historian’s account of the economic events of the 
decade, or else confined himself only to the narration of those of the 
events in shaping which he had a effective rle to play. Mr. Deshmukh 
has done neither. To adopt the former course would have required 
some research and therefore more time. To take to the latter course 
would by him obviously open to the charge of self-glorification. In- 
stead he seems to have chosen the middle course. And perhaps that 
was the wisest thing to do. He has made an attempt to present an 
over-all account of the economic developments, highlighting in the 
course of his narration the part played by him. He tells us, for instance, 
that at the time of the nationalisation of the Reserve Bank although 
he regarded the step as ‘ pre-mature’ and “not logically necessary in 
view of the state of economic development reached by the country.”* 


1 


Economic Development in Indim—1946-1956, by C. D. Deshmukh, 
Dadabhai Naoroji Memorial Prize Fund Lectures, 1957, Asia Publishing 
House, July, 1957, 


2 P. 3. All page references in this article relate to the book under re- 


view except when indicated otherwise. 
® Pp. 26. 
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he was prepared to work the new partnership between the Ministry of 
Finance and the Reserve Bank. “ The smooth working of the partner- 
ship,” Mr. Deshmukh avers “ was further assisted and firmly establish- 
ed with the subsequent—may be fortuitous—appointment of the ex- 
Governor of the Reserve Bank as the Government of India’s Minister 
of Finance.”* Obviously, the reference here is to Mr. Deshmukh’s 
own elevation. 


II 


Mr. Deshmukh’s account of the abandonment of controls in 1948 
makes an interesting reading. While on the one hand, the Commodity 
Prices Board consisting of Messrs. Gorwala and Gadgil advised that 
“not abolition but the improvement of the system of controls would 
have to be undertaken especially if our long-term plans involved re- 
gulation and direction of economic activity by the State,” the Food- 
grains Policy Committee appointed later in the year 1947 with a wider 
membership which included among others Mr. G. D. Birla, Sir Shri 
Ram and Dr. V. K. R. V. Rao, came to the conclusion that “ the com- 
mitments undertaken by the Governments of the country under the 
present system of food controls—involving as they do an undesirable 
degree of dependence of the people on administrative agencies of Gov- 
ernments—should be liquidated in similar orderly and planned stages.”* 
This latter Committee was quite emphatic in its view, “ because we do 
not believe there is a shortage in the country as is asserted by those 
who advance this view ,”’ and also because, “the course we recom- 
mend is calculated to bring out and put into circulation stocks which at 
present are withheld from procurement agencies employed by Govern- 
ment.”* It was this latter view which prevailed with the Government 
though not necessarily for the reason that this was analytically a more 
sound view than the one advanced by the earlier committee but pre- 
sumably because it accorded well with the opinion already formed 
by the Government on the basis of political and other non-economic 
considerations. Firstly, Gandhiji had expressed himself in the clearest 
possible terms against controls. Secondly, controls had shown a tend- 
ency to multiply and there was, as Mr. Deshmukh says, “a widespread 
feeling of disappointment and defeat at the imperfect manner in which 
the existing system of controls was operating.”* There was as Mr. 
Deshmukh tells us again, “a feeling akin to desperation among many 
people ”’® with regard to controls as they operated at that time. With 
the benefit of the knowledge now that the decision to revoke controls 
at that stage was not a wise thing to do, one is inclined to agree with 
Mr. Deshmukh’s verdict on the conclusions of the Foodgrains Policy 
Committee as indicating a “ not too-critical faith in the ability of free 
markets to deliver the goods as well as an almost amateurish attitude 
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towards statistics.”'' The Committee went to the absurd length of be- 
lieving that the country could achieve an increase in foodgrain pro- 
duction at the rate of 10 million tons a year. 


To-day, i.e. ten year after the above committee had deliberat- 
ed, the Second Plans’s target of an average increase of a little over 3 
million tons a year is looked upon with extreme suspicion. The esti- 
mates of the Ashoka Mehta Committee do not put the rate of increase 
likely to be achieved at much more than 2 million tons per annum. 
This latest trend in the country not to set hopes very high is welcome 
firstly because it saves one from later disappointments (and this is quite 
an important consideration in order to maintain people’s faith in plan- 
ning), and secondly makes one plan more realistically in the sense that 
one prepares oneself to face a less buoyant situation. 


But this tendency towards under-assessment can also be overdone. 
For instance, the Gorwala-Gadgil board had, it appears, almost com- 
pletely despaired of the possibility of any increase in food output, 
in the short run at least. Even to-day, one comes accross such fore- 
casts of gloom. It is very easily forgotten that the low productivity of 
agricultural land in India is not all explained by the irretrievably in- 
ferior quality of the Indian soil in general. It is, in part at least, as- 
cribable to the use of outworn techniques. With better techniques, in 
the form of, say, use of chemical and other improved variety of ferti- 
lizers, improved quality of seeds, better and more effective protection 
of crops against plant, diseases, etc. agricultural yields should still 
admit of substantial improvement in India although the yields in India 
might still be far below the best achieved elsewhere in the world. 


What was the position which Mr. Deshmukh took when this drama 
of decontrol was being enacted ? In April, 1948, i.e. about four months 
after foodgrains were freed from control, Mr. Deshmukh wrote to the 
Prime Minister that controls should not have been removed so hastily 
and that they should be reintroduced. But by April, 1948, it was more 
or less clear that hopes of the Foodgrains Policy Committee (1947) 
that with the abolition of controls sufficient food supplies would be 
forthcoming had been belied. In retrospect, Mr. Deshmukh seems 
perfectly justified in saying that the decision to allow prices to find 
their own levels in the hope that it would stimulate supply was wrong 
because it implied raising prices above the already existing level. And 
the continuing fast rise in prices in 1948 made it necessary for the 
Government to re-introduce food controls. In spite of the re-introduc- 
tion of controls however, the anti-inflationary policies did not make 
much headway and the impact began to be felt on the balance of pay- 
ments. According to Mr. Deshmukh, the Rupee was overvalued 
“when it was decided to devalue in consoncence with Britain and thirty 
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odd other countries.”'? What we would have liked him to tell us, 
further, is whether the Government of India, or for that matter the 
Reserve Bank, seriously thought in terms of devaluing the rupee, and 
if so, of what order. These questions come up in one’s mind in the 
context of the current balance of payments difficulties, to overcome 
which devaluation is being suggested as a remedy in some, even though 
uninfluential, quarters in the country. 


As it happened, once Britain decided to devalue the pound, there 
was perhaps no other go but to devalue the Rupee. One result of the 
devaluation was that prices moved upward though not so fast, because 
of the existence of controls. And with the onset of the Korean war 
prices scaled unprecedented heights. That was the time when Mr. 
Deshmukh was in the Ministerial saddle. He tells us how he had to 
persuade his cabinet colleagues to agree to his proposals for new 
and additional taxes as one of the anti-inflationary measures,'* even 
though viewed in retrospect the additional tax effort involved in 
Mr. Deshmukh’s proposals looks very small when compared to what 
Mr. Deshmukh’s successor was able to achieve within a short time of 
his coming into office. 


Ill 


With the cessation of hostilities in Korea, and the consequent 
relaxation in external pressures, prices in India as elsewhere in the 
world tended to ease. On the food front also, even though dome- 
stic Output was not very encouraging in the year 1951-52 (which inci- 
dently was also the first year of the First Plan) the price situation was 
less difficult because of substantial food imports under the American 
wheat loan. In the following year, there was talk of recession because 
prices of commodities affected by international factors registered sharp 
decline. And, “to relieve this, export duties, licensing restrictions etc., 
were liberalised.”** Although food production remained unsatisfactory, 
suggestions were made in Parliament for decontrol. 


It was in the debate on food policy in Parliament in November, 
1952, that Mr. Deshmukh expressed himself on the role of controls in 
an underdeveloped country. Relaxation of controls, according to Mr. 
Deshmukh indicates slackness in the system which “as one of the 
planners”**® he would not approve. “If there is slackness in the 
system, then obviously one ought to pay more money and take up 
more schemes to the point at which controls became necessary.”** In 
spite of the strong belief held by Deshmukh that controls were the 
king-pin of a plan, the fact remains that very soon after the aforesaid 
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Parliamentary debate food control was abandoned, and those of us 
whose memory is not short remember that this decision to remove 
food controls was quite a momentous One because not all the members 
of the Central Cabinet including probably Mr. Deshmukh himself 
were agreed on it. It is therefore difficult to agree with Mr. Deshmukh 
that the removal of control on food grains “seemed a natural corol- 
lary to increased production rather than a major policy decision.”*’ 


Mr. Deshmukh’s statement that decontrol was a natural corollary 
of the increase in food output appears to deliberately detract from 
the importance of the decontrol decision ; and he makes the statement 
without realising, it appears, that it conflicts with his views on de- 
control. If, as he reasserts in his‘book, “controls are a consistent part 
of planned economic development at the take-off stage,“'* why was 
it that he did not take a strong stand against decontrol or at least 
see to it that even if the vexatious elements of control were abandon- 
ed, the administrative machinery of control retained, and entrusted 
during the bumper crop period with active procurement in the mar- 
kets, and directly from farmers, at reasonable prices? Actually, once 
the Government decided in favour of decontrol, the control machinery 
in the country was virtually disbanded, Why is it that Mr. Deshmukh 
both as Finance Minister and as a planner did not press for “ the con- 
solidation of controls in a continuous and rationalised form, e.g. price 
control plus price support in foodgrains as an integral part of the 
planning organisation,'* instead of choosing to be a partner even though 
unwilling, to the decontrol decision? The point may be made that 
the Government did announce price support measures during the 
bumper crop period. But whatever these price support measures were 
they came late in the day and were rather half-hearted*® and as a con- 
sequence served only to clear the conscience of some persons. 


IV 


Mr. Deshmukh gives an interesting account of the thinking which 
lay behind the Second Five Year Plan. The question of the size of 
the Second Plan seems to have engaged Mr. Deshmukh’s mind quite 
early.”* In order to give “some meaning and content” to the Plan he 








“Pop F092. 
'® Please see in this connection Ashoka Mehta Committee’s Report, 
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20 This is what the Ashoka Mehta Committee had to say in regard to 
minimum prices fixed by the Government in 1954. “ That the minimum 


prices fixed were unduly low is evident from the fact that very small amounts 
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thought in terms of solving the country’s unemployment problem in 10 
to 15 years. If additional employment were to be created at the rate 
of 2 to 3 million jobs per year, the outlay required at the rate of 
Rs. 3,000 per job would involve an expenditure of Rs. 6,000 crores 
over a five-year period. He also anticipated that the public sector 
could at the end of the first Plan bring the spending rate to Rs. 500-700 
crores per year and the private sector to Rs. 300 crores per year. On 
this basis, he envisaged that the Second Plan outlay including both on 
public and private investment would be in the range of 150 to 200 per 
cent of the outlay under the First Plan. Thus when the time came for 
the actual formulation of the Plan and the task of drawing up the 
plan-frame was entrusted to the Indian Statistical Institute Mr. Desh- 
mukh “could give definite goals around which the details of planning 
could be worked.”*? 


While the fact that the Second Plan in its final form did not 
sufficiently deviate from the aggregate Mr. Deshmukh had figured out 
at the very outset testifies to the astuteness of Mr. Deshmukh, one 
cannot help observing that it was perhaps because of the kind of Mr. 
Deshmukh’s approach to planning which is to a large measure the 
cause of the difficulties with which the Plan is now confronted. This 
is the type of approach wherein because the planners are unduly in- 
censed with the targets in mind they are likely to overlook and/or 
minimise the problems of accomplishment. 


In order that targets set for a Plan are properly reached it is 
very necessary that they are sufficiently realistic particularly in the 
sense that the provision of adequate resources is within the reason- 
able range of an economy’s capacity. To say this is only to em- 
phasise that proper resource calculation should precede, and not follow, 
fixation of plan-targets. This should not be construed however as 
supporting the view that the targets fixed for the Second Plan are 
over-ambitious. It only means that because of the particular type 
of approache adopted the plan-path was not charted with sufficient 
realism and proper awareness of the problems involved. Hence, some 
of the current hardships. 


Vv 


It was in Mr. Deshmukh’s time that two important nationalisation 
measures were taken. One was to nationalise the Imperial Bank of 
India, and the second was to take over life insurance. The first mea- 
sure was taken in pursuance of the recommedation to that effect of 
the Gadgil-Gorwala committee which conducted the All-India Rural 
Credit Survey on behalf of the Reserve Bank. The idea of the com- 
mittee was that this nationalised country-wide bank could be en- 
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trusted with the development of rural and co-operative banking. That 
being the main purpose of nationalising the Imperial Bank, it seemed 
a natural corrollary to nationalisation that the direction of rural fin- 
ance should be centralised in the successor institution, viz., the State 
Bank of India, and the Reserve Bank relieved of its functions vis-a-vis 
rural finance. Although the author of the nationalisation measure, 
Mr. Deshmukh himself is not in favour of “the change in the existing 
allocation of functions.”** A case of old loyalties dying hard ! 


As regards the nationalisation of life insurance, Mr. Deshmukh 
refers in his lectures to the inadequacy in the economy of the supply 
of medium-term credit. According to him, “this shortcoming could 
not be rectified by Government so long as it had no control over 
insurance companies and their investment policies.”** With the 
nationalisation of both the Imperial Bank and life insurance, Mr. Desh- 
mukh hopes that “this dual change in the country in credit institutions 
will now make it possible for Government to assign to the State Bank 
an increasing proportion of work regarding rural credit and also to 
start a body which can cope with the needs of the country regarding 
medium-term credit.”*° It is a matter for speculation whether with 
these views Mr. Deshmukh would have allowed, if he were still the 
Finance Minister, the investment of insurance funds on such a large 
scale in equities, as has actually taken place. It is well-known that 
the investment of life funds in equities has risen from 15% before 
nationalization to 30% on a spurious ground of safeguarding the in- 
terests of the insuring public. 


VI 


There is little doubt that Mr. Deshmukh has been holding im- 
portant key positions during a very crucial decade in Indian econo- 
mic history. Nor is there any doubt about his having played a signiticant 
role in the shaping of the economic events. But one may not subscribe to 
the view that his was always the right stand taken at the right time. 
That, however, is the over-all impression which the book under re- 
view seems to give. 


Baroda I. §. GuLaTI 























REVIEWS 


The Colombo Plan and other Essays. By FReDERIC BENHAM. (London 
and New York: Royal Institute of International Affairs, 1956. 


Pp. 89). 


THE book contains a collection of five essays all of which analyse the 
fundamental problems of the underdeveloped countries especially in 
Asia and the Far East. 


The essay on “ The Colombo Plan” is the first of the series and 
critically analyses the merits and demerits of the various national plans. 
It offers valuable suggestions for channelising national efforts in a way 
which besides guaranteeing minimum welfare to the masses (the chief 
objective of the plan) also brings out the glaring omissions of the plan. 
Thus it is brought home to us that lack of innovations and entrepre- 
neurial ability combined with inadequacy of capital resources despite 
large scale withdrawals of sterling assets and still greater amounts of 
foreign loans and grants render the Plan ‘ inadequate.’ 


The main criticism levelled by the author against the Plan is 
the absence of a general Colombo Plan Fund. Again, it may be said 
that the co-operative endeavour is only nominal in so far as it does 
not extend beyond mutual exchange of technical exports. Integation 
of development or for that matter even of investment is conspicuous by 
its absence. The non-existence of a central controlling and admin- 
istrative authority retards economic progress which is their common 
goal. 


While pointing out the need for improvements in the field of agri- 
culture in the agriculture-biased economies of the zone, the author 
points out the prohibitive costs of the agricultural extension services. 
His emphasis on greater and rapid industrialization and diversification 
of their economies may, therefore, be rightly justified, for it is the sole 
means through which the creation of adequate home market may be 
secured—which is the sine qua non of economic progress. He stresses 
the need for raising the public expenditure of each country by 50 per 
cent per annum at the minimum. As regards the role of public and 
private sectors in the national economies, he points out that the ex- 
penditure incurred by the former far exceeds that of the latter owing 
to the fact that the former’s goal is the maximisation of social wel- 
fare as against the latter’s profit motive. He is a vehement critique of 
ali those who recommend the undertaking of quick-yielding invest- 
ments as preferred to long-term projects. He prefers such investments 
which result in the greatest permanent contribution towards an expan- 
sion of output. Nevertheless, he seems to favour the expansion of such 
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cottage industries as have been brought under the scope of the Plans. The 
author, however, cautions us against inflationary forces that would 
be let loose during the interval due to increased money supply flowing 
in from internal as well as external sources. He, also, feels the neces- 
sity of an increased supply of foreign aid for the attainment of suffi- 
cient economic progress. 


In the essay on ‘ Deficit Finance in Asia’ he points out the wide 
contrast between the East and the West—the former living in the age 
of bullock carts and hand toois as against the machine age of the latter. 
The gap between the two widens with the passage of time for it is well- 
nigh impossible to bridge the gap of 200 years. He then tries to indi- 
cate how the Keynesian theory of deficit finance is not applicable to the 
S.E. Asian countries because of the fact that they are not industrialized 
to any significant extent and hence exhibit little ‘ idle capacity’ Further- 
more, a large majority of the agriculturists are also self-employed per- 
sons and not wage-earners. The scope for savings on their part is highly 
restricted as the production is mainly for their home needs. In the case 
of fixed income earners, owing to the low per capita share, the pro- 
pensity to consume tends to be considerably higher than the propensity 
to save, reducing thereby the scope for deficit finance. Another note- 
worthy fact relates to the restricted use of banks by the people. He, 
therefore, suggests increased taxation as an alternative to deficit finance. 


In the third essay on ‘ Protection and the Underdeveloped Coun- 
tries’ he stresses the need for diversification and expansion of all the 
zonal economies. Thus, it may lead to industrialization on the one 
hand and increased per capita output on the other, both of which are 
highly essential for affecting a lasting and progressive rise in their stand- 
ards of living. In the interval these countries should take as much ad- 
vantage as possible of the opportunities offered to them by international 
trade, although it must be admitted that their home markets are too 
small to benefit greatly by protection even if it comes to entire replace- 
ment of imports by home made products. In the absence of mini- 
mum or floor prices for these products the prices fall much below the 
world prices and yet they can ill-afford to subsidize them. A further 
burden is imposed on them by way of taxes which make them agitate 
for international commodity agreements mainly for guaranteeing a 
minimum floor price and fixing at times even a ceiling price so as to keep 
the range of variation within reasonable limits. The author also stresses 
the need for maintaining adequate internal and external reserves which 
mafy be utilized during critical periods. 


In the fifth and the last essay on the problem of overpopulation, 
the author tries to show the gravity of this fundamental problem of 
the underdeveloped ares. The only exceptions are Malaya and Ceylon 
which have relatively small populations. He emphasizes the need for 
increasing general efficiency with a view to increaseing per capita output, 
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which in turn may lead to increased per capita consumption. He com- 
pares the situation of these countries with “a man trying to ascend an 
escalator which is rapidly moving downwards.” Thus, even for main- 
taining Status quo—let apart progress—he has to exert a considerable 
eflort. Thus, while he supports the measures of planned investment 
embodied in the Colombo Plan for combating the poverty and miseries 
of the Asian countries, he also emphasizes the need for drastic limita- 
tion of births. 


The book thus serves to be of considerable value in judging the 
problems of the underdeveloped countries in general and those of 
Colombo Plan in particular. 


Bombay (Miss) L. N. VamIpya 


Report on Certain Aspects of Co-operative Movement in India—By 
Str MALCOLM DarLING. (New Delhi: Planning Commission, Gov- 
ernment of India, 1957. Pp. 53). 


UNLIKE many foreign experts who are called upon to report on Indian 
problems, happily, Sir Malcolm Darling is no new-comer to India. 
In fact he is one of those who nursed the Co-operative movement in its 
nascent stage in this country. His Report on certain aspects of the 
movement based on a 14 weeks’ tour in India is bound to be therefore 
viewed with great interest, both by the Government and the 
Co-operators. 


Sir Malcolm limited the scope of his Report mainly to the exam- 
ination of two questions ; firstly, whether the co-operative departments 
in the different states .are sufficiently well equipped to carry out all 
that was expected of them under the Second Plan ; and secondly, whe- 
ther the training arrangements for their pesonnel are adequate. 


So far as the first point is concerned, Sir Malcolm came to the con- 
clusion that the pace of development set by the Second Plan is “ too 
fast for sound development even in the four States—Bombay, Andhra, 
Madras and the Punjab—where the movement is strongest ; doubly so 
in others....” He therefore recommends the slowing down of this pace 
and proposes that in the weakest States the period of achieving the 
targets could be elongated to ten, instead of five years. In this con- 
nection the ‘targets’ in the Plan have come to be the target of his 
criticism. While certainly not even the most enthusiastic of the co- 
operators would like to regard that “the peasant had been made for 
the target and not the target for the peasant”, it should not be for- 
gotten that laying down the targets is implicit in the very concept of 
of planned development. Perhaps Sir Darling is alarmed by the dim- 
ensions of the targets. But stupendousness of size has been a character- 
istic of India’s problems. The point is, if any perceptible result is to 
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be achieved, so much has got to be done in so short a time. It is there- 
fore better to have ambitious targets, though we may fail to attain them 
fully, rather than not have any targets at ali. Hence, the correct line 
of approach should be not the consideration of whether we would be 
able to reach the goal but how best we could reach it. Empirical data 
regarding the progress of the movement can hardly be any guide to the 
future pace we expect it to attain. 


While admitting the need for direct State participation at the apex 
level, Sir Malcolm views this with concern at the primary level “ since 
it is only too likely to undermine the independence and self-reliance 
essential to the strength of the movement at the base”. Conventions die 
hard, especially among the older generation! It is precisely because 
the movement lacks sterngth and momentum that the State has to step 
in. Viewed in the proper perspective, State aid can be regarded merely 
as crutches to teach the co-operators to walk, so that when the move- 
ment gains the requisite strength and self-reliance, the State would 
withdraw itself. If this principle of state partnership is given up, one 
may venture to surmise that we may have to give up the hope of the 
co-operative sector developing to any sizeable extent in the near future. 


If the reviw has began with a critical tone, it is only because 
on the many other important and useful recommendations made 
by the Report, there could hardly be any disagreement. The 
emphasis that in a craze for starting new societies revivifying the old 
ones should not be overlooked, that societies should not be formea 
without proper preparation, that smaller societies are more conducive 
to the development of a real co-operative spirit, that the frequent trans- 
fers of the Registrar and the other staff is unwise—these are indeed 
practical suggestions from which the co-operators are bound to benefit. 
Of course, these are not altogether new to Indian students. The vet- 
eran Indian Co-operator Sir Manilal Nanavati in a recent article on 
‘Rethinking on Rural Credit’ had emphasised more or less the same 
issues. Further, on recruitment and training of co-operative personnel, 
Sir Malcolm has a number of useful suggestions. Pertinent amongst 
them seems to be the need to revise the training courses with a view 
to securing a better balance between the practical and the theoretical. 
The last two parts of the Report deal with the training system and 
the teaching of members of Societies, and the National Extension 
Service. 


In conclusion one should say that the Report is a realistic ap- 
praisal of the co-operative movement in India. In it we find not the 
usual theoretical exhortation to develop the movement but a sound and 
practical frame-work in which alone the movement can take roots in 
the economy. 


Bombay N. A. MUJUMDAR 
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Report of the Export Promotion Committee, 1957, (New Delhi : Gov- 
ernment of India). 


Facep with the difficult task of bridging the yawning gap between the 
foreign exchange resources which now (i.e. at the time of the appoint- 
ment of the Committee) appear likely to be available and the resources 
. actually required for the successful implementation of the Second Five 
Year Plan, the government of India which are convinced that export 
promotion can contribute substantially in this regard, appointed the 
Export Promotion Committee under the chairmanship of Shri V. L. 
D'Souza, in February 1957 and sought its expert advice. The govern- 
ment also stressed that the Committee which submitted its report in 
August last, should “ make a comprehensive study of all aspects of trade 
promotion ” as “ ad hoc export promotion measures are not adequate to 
secure the required increase in trade.” It may be recalled that, faced 
with a similar problem of balance of payments difficulties, an Export 
Promotion committee under the chairmanship of Shri A. D. Gorwala 
was appointed in 1949. While the previous Committee had to deal with 
4 payments situation, emerging primarily from the Second World War 
and the partition, the 1957 Committee had to deal with a similar 
situation arising as a result of this country’s efforts to quicken its pace 
of economic development on a planned basis. This aspect apart, the 
problems before both the Committees were similar and one finds that 
even the recommendations too are not very much different. The Com- 
mittee which was asked by the government to examine particularly (i) 
the nature of fiscal or other concessions that could be granted reason- 
ably for stimulating export, (ii) the nature and content of credit facili- 
ties for export trade, (iii) ways and means of effectively developing spe- 
cial agencies such as export promotion councils, commodity boards etc., 
(iv) assistance to traders and (v) simplification of commercial transac- 
tions etc. has made some recommendations which are more or less on 
the lines of the recommendations of the previous committee. Both the 
committees have suggested measures such as providing various conces- 
sions to exporters, improving the quality of Indian products, increasing 
the competitive capacity of Indian products in international markets, in- 
creasing agricultural production and the creating of an export con- 
sciousness. 


From the preamble to the government resolution appointing the 
Committee it is clear that the problem before the Committee was 
essentially a short term one ; that is, to salvage the Second Plan from 
the present foreign exchange difficulties. But, a study of the recom- 
mendations of the Committee shows that a majority of them, if not all, 
are concerned with the long term question of increasing India’s ex- 
port trade. In fact the utility of the Report lies mainly in some of its 
recommendations concerning the long term period, such as its stress in 
increasing agricultural production. Indian economy still being. a sub- 
sistence economy, there exists an intimate relationship between food 
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prices and the general price level. Only an increase in food production 
can keep the price level reasonably low. This explains the extreme 
importance of high agricultural production for implementing our pro- 
gramme of export promotion successfully. Emphasising this point the 
Committee says : 


“We wish strongly to emphasise this point and would say that 
without increasing agricultural production (food ‘itenys and commercial 
crops) export promotion will not be possible. The Committee are 
aware that from a broader point of view, government themselves attach 
very great importance to increased farm production in India. Witness 
the recent decision to fix higher targets for agricultural production than 
those originally envisaged at the time of drawing up the Second Five 
Year Plan. Unfortunately the vagaries pf weather still largely deter- 
mine the size of our food and commercial crops. During the short term, 
therefore, we have to concentrate on better seeds, better manuring, im- 
proved methods of agriculture and more intensive cultivation in order 
to attain higher levels of agricultural output”. After reviewing the pre- 
sent trend of India’s foreign trade and policy, the Committee says that 
our exports will have to be stepped up to Rs. 700 to Rs. 750 crores 
a year from “now on” and feels that this is not an “ over-ambitious 
target.” Even though there are several obvious limitations such as, 
its inflationary implications on an economy which is already under in- 
flationary pressures, the elasticity of demand for Inlian products in 


international markets to enable an increase in’ our exports, the 
target of stepping up our exports to Rs. 700 to Rs. 750 crores a year 
set by the committee may not be very difficult provided sustained 
effiorts are made towards this end. 


To turn now to some of the very important aspects of export pro- 
motion to which the Committee has made either no reference or has 
dwelt with only cursorily. This may be because the Committee did not 
have enough time to do full justice to such vital questions. The pro- 
blems which it has not dwelt with exhaustively relate to the effects 
of European common market on Indian exports. The European 
common market is of great significance not only to India’s trade but 
to international trade as well. The common market countries— 
Belgium, France, Western Germany, Italy, Luxemberg and Nether- 
lands—import annually about 8 to 9 per cent of our total annual ex- 
ports. Now that the external tariff of the common market will be the 
arithmetical average of the different tariffs now maintained by these 
six countries, our exports will be adversely affected wherever the final 
common tariff is higher than the one prevailing in that member of 
the common market to which we used to export a considerable quant- 
ity of a certain commodity. One feels that the committee should have 
made an exhaustive study of this problem and indicate what com- 
modities will be affected and to what extent. The suggestion of an 
Asian common market should also have been examined by this expert 
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body. Similarly, its treatment of the question of devaluation is very 
cursory and brief. 


The two other questions to which hardly any reference has been 
made in the Report are (i) the relationship between export and import ; 
(ii) the likely effects of a recession in the U.S. economy on our trade. 
Both these are very pertinent questions. It is well known that our ex- 
port products have an import content in it. Though the Committee 
was very competent to determine the exact relationship between the 
two and how much export earning will go away by way of import bill 
to produce that product, it does not seem to have taken it seriously. 
Likewise, when it was known fairly early that a moderate recession was 
approaching in 1957, the committee should have devoted some thought 
on its effects on our trade. A recession, apart from causing a good 
deal of distress in the industrialised countries by throwing men out of 
jobs, will also affect several underdeveloped countries such as India, 
as the demand for the exports of raw materials by these countries 
would be reduced which in turn may upset the plans for their econ- 
omic development. An analysis of these and other allied topics wouid 
have enhanced the utility of the document immensely even though 
they may not appear to lie strictly within the purview of the Report. 
But as it was asked “to make a comprehensive study of all aspects of 
trade promotion” one feels that a study of these aspects should have 
helped the government and all those engaged in export trade 
considerably. 


Bombay R. BHARADWAJ 


The Report of the Finance Commission (1957). K. Santhanam (Chair- 
man). (New Delhi: Govt. of India, pp. 215). 


Wuart did the Second Finance Commission (1956) do that the First Com- 
mission (1952) did not ? Like the First Commission, the Second Com- 
mission recommended on the States’ share of the divisible pools of in- 
come (Article 270 of the Constitution) and union excise duties (Art. 
272) and the percentage shares of the individual states, grants-in-aid in 
lieu of jute export duty (Art. 273) and grants-in-aid of revenues under 
the substantive portion of Article 275 (i) of the Constitution. Further, 
by virtue of Article 280 (3)(c) the Commission made recommendations 
On the principles of distribution of the net proceeds of estate duty on 
property other than agricultural land (Art. 269), the net proceeds of 
the tax on railway fares (Art. 269), and the proceeds of additional 
duties of excise which are levied by the Centre as an alternative to 
sales tax by the states on mill-made textiles, sugar and tobacco. The 
question of modification, if any, in the rates of interest and the terms 
of repayment of the loans made to the various States by the Goverment 
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of India between 17th August 1947 and 3lst March 1956 was also 
referred to the Commission. 


There need be no argument about the percentages or amounts fixed 
for individual states in each of the above items, because they are fixed 
on the basis of certain principles. Controversy, if there could be, 
should be with regard to the principles of distribution. 


Regional concentration of industries and consequent inequalities 
of income distribution between regions are a feature in almost all coun- 
tries. They are intensified during the process of growth. In unitary 
states, as all taxing and spending powers are vested in one govern- 
ment, mitigation of inequalities is not very difficult. The existence of 
two levels of government with powers vested in them by the Constitution 
which is a feature of a federation, makes the problem somewhat com- 
plex. It is through the federal government that an attempt to reduce 
inequalities should be made. 


The Finance Commission rightly argued that population is a better 
basis for the distribution of the divisible pool of ncome-tax. But the 
argument in “ we feel that some increase in the States’ share of this tax 
is justified in view of the unanimous desire of the States” (p. 39) has 
no validity if the “ balancing factor” argument is accepted. For any 
increase in income, if allowed to concentrate in particular regions, would 
only enhance inequalities. Moreover, the poorer regions may become 
a drag on the econmy as a whole. 


The Commission accepted the earlier Commission’s recommenda- 
tion that consumption is the most suitable basis for distribution of 
the divisible pool of union excise duties but “such (consumption) sta- 
tistics are still not available so that in this matter we are in no better 
position than our predecessors(?).” The National Sample Survey (April- 
September, 1952) only shows the existing disparities in the consumption 
expenditure among the States. It is the richer States which consume 
more of the consumption goods. Any distribution on the basis of 
consumption would only favour them. Here again population is a 
better basis. Further “...it must be borne in mind that distribution 
on the basis of consumption may operate in favour of the more urba- 
nised State which are also in a position to raise substantial revenues 
from sales taxes on such consumption.” (p. 44). This only adds 
emphasis to our argument. Otherwise, it is irrelevant because, once 
consumption is suggested as the base, where is the need to digress on 
the sales tax revenue from these goods? The Commission seems to 
be in doubt which is the better basis for distribution and in the process, 
the “divisible pool” may end as the donkey in Aesop’s fable. The 
Commission missed the wood for the trees. 


So far as the distribution of additional duties of excise is concgrned, 
the States had to be guaranteed minimum amounts in lieu of the sales 
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taxes they were leying till now on textiles, sugar and tobacco. This 
is justifiable, because the higher rates of sales tax prevailed in the 
poorer states who could not raise revenue otherwise. But to the 
distribution of the rest of the proceeds of these excises on the basis 
of consumption, the same argument as applied to the distribution of 
“divisible pool” of excises may be applied. 


The Commission reviewed the finances of the States and followed 
it with “assessment of needs of the States.” Neither budget surpluses 
and deficits nor the expenditure estimates are a true indicator of the 
needs of the States. The Commission stated that if the States had raised 
the resources expected of them, “some of the States which ran into 
deficits, might not have done so” (p. 33). “In our scheme of devo- 
lution we have sought to close the gap for each State as nearly as 
possible ....” (p. 57). “We now deal with the needs of individual 
states” (p. 48). One feels at the first instance that an attempt has 
been made to assess the needs of the States. But until the States’ 
budgets are studied in detail and certain norms are established as con- 
ditions of grants-in-aid, how is it possible to assess “need”? The 
national incomes of the several States, the per capita tax levels, the 
population density and the actual rates of taxation must be the norms 
on which grants should be based. Actual study of state budgets reveals 
that the Commission only made a pretence of assessing “ need.” The 
only saving grace is, when the Commission stated that the claim of 
the States receiving grants under Art. 273 “for assistance under Article 
275 will have to be on par with those of other States” (p. 46) after the 
expiry of the ten year period stipulated in the Constitution. So far as 
grants are concerned this is no proper attempt to assess the “ need 
factor,” certainly not complimentary to a Commission with constitu- 
tional genesis. 


Bombay K. SUBRAMANYAN 


Report on Indian Airlines Corporation's Fares and Freight Rates: 
Air Transport Council, Government of India. (Delhi: Manager 
of Publications. pp. 231). 


THis is a Report prepared by the Air Transport Council in response to 
a request by the Government of India “to study the general problem 
of fares and freight rates to be charged on the air services operated 
by the Indian Airlines Corporation and to draw up for the consideration 
of the Government a set of principles on the basis of which such fares 
and freight rates should be determined.” The Council has found it 
necessary, very justifiably, to examine the problem in the context of 
the gigantic losses which the Corporation has been suffering through- 
out the period of its existence. 
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While recommending a reduction in the fuel taxes payable by the 
Corporation and admitting that there is scope for a 1eduction in 
operating costs, the Council has proceeded on the assumption that the 
existing fares and freight rates are generally below the costs of service 
and that they are bound to remain so—at least for some time to come. 
Reversing the usual principle of transport pricing that cost of service 
should determine the lower level and value of service the upper level 
in the fixing of fares and freights, the Council holds that the fare 
structure must be determined by the value of service in view of the 
fact that costs are well above this. This attitude must be said to vitiate 
its basic approach to the problem, in spite of the fact that its con- 
clusions are well-supported by its arguments and should prove highly 
useful to the Corporation’s staff as well as to students of transport 
economics. 


This criticism is not to suggest that there is no justification for 
the increases in fares recommended by the Council. Nor is it to be 
denied that any calculation of ideal costs such as was carried out by 
the Rajadhyaksha Committee may turn out to be a mere academic 
exercise. Nevertheless, since the fare structure recommended by the 
Council must necessarily be related in some way to the cost structure 
of the Corporation, it is unfair, it not unwise, to proceed without a 
clear picture of what the justifiable level of costs should be. Otherwise 
fare-increases, as recommended by the Council, may only reduce the 
gap between revenue and expenditure while at the same time reducing 
the utility of the service to the country as a whole and putting it out 
of reach of even the relatively well-to-do. To the extent the service is 
used by the Government officials in the course of their duties, the appa- 
rent reduction in losses will also be illusory and the net effect may well 
be that the government in fact subsidises a service which becomes 
increasingly restricted in its use. It may be noted in this connection 
that the approach of the Council was determined by its view that an 
examination of the costs of the Corporation was outside its terms of 
reference. 


In spite of this critical note on the Report of the Council, it must 
be stresssed that the Report is a highly competent document, thorough 
in its coverage and critical in its analysis. Part I of the report deals 
with much information as is likely to help appreciation of the problem 
of fares and freight rates of air transport industry in general and that 
of the Corporation in particular. The Council has not, however, ex- 
amined the problems which this informative part of the Report has 
brought into light. In this Part, Chapters 1 and II] deal with general 
economic principles of air transport, while there are four chapters deal- 
ing with air transport in India. There is also one Chapter on fares 
and freight rates in other countries. 


Part II of the Report is devoted to the main problem referred to 
the Council. After dealing with the objectives of air transport in 
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Chapter VII, the Report deals with the principles and practices of 
rate-marking and appropriate design of a fare-structure covering reason- 
able passenger fares. To give a concrete character to its discussion, 
the Report examines various proposals for specific fares. On this issue, 
the Council is, however, divided in its views. (Chapter VIII). 


Chapter IX deals with the question of reasonable freight rates and 
an appropriate design is drawn up in this connection. One notices that, 
though a percentage system of rates and classes is recommended, the 
Report does not possess the precision possessed by similar recommen- 
dations of the Railway Freight Structure Enquiry Committee. The Air 
Transport Council has found it necessary to leave the actual classifi- 
cation of commodities to the Corporation. The difference is, of course, 
due to the relatively longer background of development in the construc- 
tion of a railway freight structure. 


As already noted, the Council has not found it within its terms 
of reference to make recommendations on the question of costs. It has, 
nevertheless, examined this question in Chapter X with the object of 
drawing the attention of the Government to the importance of this 
question. 


It would appear from this discussion that a separate examination 
of the costs of air transport would be in order and this alone would 
give a measure of realism to the recommendations contained in the 
present Report. It is very necessary to ensure that the country is not 
saddled with a white elephant in the shape of an air transport industry 
which finds the solutions for its problem only in increases of fares and 
freight rates while leaving its own high level of costs untouched. The 
very competent Report of the Air Transport Council skirts that pro- 
blem, but it could nevertheless be a very useful complement to an in- 
dependent report on the question of costs, which perhaps it would be 
best to ask the Air Transport Council itself to prepare. 


Bombay HANNAN EZPKIEL 


The Terms of Trade: A European Case Study. By CHarRLes P. 
KINDLEBERGER. (London: Chapman & Hall Ltd., pp. xx+ 382). 


THE large fluctuations that have been witnessed in the last few years in 
the terms of trade, and the feeling that they are amenable to policy 
decisions, have lent great importance to a historical study of their beha- 
viour under changing circumstances and in varying climes. Many 
such studies have been attempted in the past, but they have been all 
beset with a difficulty. Many factors like commercial policies, capital 
movements, exchange rate policies, the course of the trade cycle, and 
above all, the long-term demand and supply forces affect the terms of 
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trade and are often in turn affected by them. It is very difficult to 
disentangle and isolate the strength of individual factors from this 
multiple cause-effect relationship. The testing of theories have reached 
“the inconclusive result of blue ribbon for all to attest that they are 
possible, but no award for best in show ” (p. 68). Two different courses 
of action have been pursued as a way out. Some distinguished scholars 
have tried to focus their attention on certain limited periods in countries 
of their choice where only one predominent factor could be said to 
have been at work, e.g., the classical studies on effects of transfer on 
terms of trade. This concentration on strong cases has yielded some 
interesting though not universally accepted results, but their general 
validity in the complex set up of reality is limited. The other type of 
answer has been to delve deeper into economic history to gather more 
comprehensive data on terms of trade and study in detail their varia- 
tions to test the importance of the various factors at work. Dr. Kindle- 
berger’s book is the most notable instance of the second. He has 
attempted to study the terms of trade for Industrial Europe over the 
eighty-two year period, 1870-1952. Indices for trade terms have also 
been worked out regionwise and commoditywise for selected years, and 
for individual countries comprising Industrial Europe. Since for no 
other region except U.S.A. such comparable data are available, and 
since because of its heterogeneity Industrial Europe presents richer 
variety, this book providesvery rewarding material for those interested 
in the historical and analytical study of the behaviour of the terms of 
trade. 


What light do these massive data assiduously compiled by the 
author throw on our previous concepts regarding the terms of trade ? 
As far as Industrial Europe is concerned, considering the long period 
involved, the changes in the commodity terms of trade have not been 
violent. Taking 1913 as 100, they were the least favourable at 94 
in 1881 and the highest at 131 in 1932. These do not take into 
account the changes in prices of services internationally exchanged, 
which have different cyclical and secular trends. It is extremely diffi- 
cult to gather information regarding the prices of international services. 
Sufficient data could however be obtained by the author on shipping 
and foreign capital. Their inclusion had the effect of dampening the 
changes in the terms of trade. The terms of trade index on current 
account fluctuated less. It varied from 89 in 1920 to 117 in 1932. 


How are the traditionally important variables related to the terms 
of trade ? The data throw no important light on these aspects. Depre- 
ciation and appreciation can worsen and better the terms of trade 
only if the demand for exports is less elastic than the supply of 
imports, if in other words “countries specialize as exporters and gene- 
ralize as importers.” (p. 93). This, however, is not true of developed 
and industrially advanced countries. Further, in a depression, depre- 
ciation may only result in a fall in world import prices with no effect 
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on export prices, and in a boom appreciation may only raise the former. 
In 1900-1913, the era of large capital movements, if the terms of trade 
of some capital importing countries like Canada improved, that was 
very largely due to the rapid pace of economic expansion within their 
borders which was responsible for large-scale immigrations and capital 
inflows. Other countries of Europe which imported capital but did 
not progress as rapidly showed a deterioration in their terms of trade 
with Industrial Europe. “The conclusions are on the whole negative: 
The impact of commercial policy on the terms of trade cannot be 
measured ; exchange-rate changes will produce effects on the terms of 
trade, which will vary depending upon the size of the country, the 
importance of its exports and imports, and the condition of world 
markets, depending, that is, on the elasticities, on which generalizations 
good from country to country, or even for the same country from time 
to time, have little validity; there is little evidence to lead to the 
conclusion that the terms of trade are systematically determined by 
foreign lending, or vice versa, although connections between the two 
will be found from time to time; finally, the terms of trade play an 
important part in the balance of payments of some countries, such 
as Britain, in the business cycle, but this rdle is subject to change, is 
not certain and may on occasion be offset by counterposed income 
effects. On the basis of the investigation thus far, it can only be 
concluded that implicit theorizing about the terms of trade has gone 
too far.” (pp. 174-75). 


More important from the modern viewpoint are the long-term 
trends in trade terms between primary and manufactured products and 
between underdeveloped countries and developed countries. The 
forces influencing the terms of trade between primary and non-primary 
products could be subsumed under changes in demand and supply. 
Speaking very broadly, the income-elasticity of demand for primary 
products will be less than that for manufactured products. The long- 
term trend in demand may thus work against agricultural commodities. 
Since, however, we have various types of agricultural products, cereals 
and non-cereals, food and raw materials etc. the precise effects of 
economic progress on demand for agricultural products as a whole will 
depend upon the people to whom the additional income accrues and 
their standard of living. The demand for minerals increases with 
economic progress. On the supply side, the most important cost- 
determining factor is the rate of technical progress. It may seem at 
first sight that this should be much greater in industries than in agri- 
culturue and mining, but this has not been true so far. Discovery of 
new land, application of chemistry to land, mechanization, the planta- 
tion method of production, and the revolution in marketing introduced 
by refriegeration and other methods of preservation and rapid modes 
of transport have so far held the scales even. In mining where the 
scope for the application of capital has gained greatly, technological 
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progress has been more rapid than in manufacturing. Under the cir- 
cumstances, the more important factor deciding relative prices has been 
the degree of competition, but this notably varies from commodity to 
commodity even in the case of manufactured products. For instance, 
while entry is easy in agriculture and exit difficult, both are easy in 
textiles. In the automobile industry entry is difficult and exit easy, 
while in the petroleum industry both are difficult. There is, therefore, 
no reason for any definite trend in the relative prices of agricultural 
products versus non-agricultural products or of primary versus manu- 
factured products. There are certain products like paper and petroleum 
which have fared very well. If, nevertheless, any long-term statistical 
trend showing a worsening of the terms of trade of agricultural products 
is noticed, it hides so many intra-variations in the prices of the group 
itself as to have little real meaning. Further, there have been marked 
improvements in the quality of industrial products described under 
the same heading, say an automobile or a radio, not compensated by 
similar changes in agricultural products, say cotton or wheat. The 
trend, therefore, needs to be greatly discounted. 


In Kindleberger’s opinion the terms of trade between developed 
and underdeveloped countries is an entirely different matter. As has 
been often pointed out, the terms of trade between U.K. and under- 
developed countries have improved by 40% during 1870-1938. This 
is partly due to the predominance of coal exports in U.K.’s export trade 
and coal has obeyed the law of increasing costs. The terms of trade of 
Industrial Europe both on commodity and current account also show 1 
similar trend. Among the countries of Industrial Europe nations have 
fared better or worse according to their stage of economic development. 
For instance, Sweden, Switzerland and Belgium have fared better and 
France and Italy much worse. It must, however, be remembered that 
even some of the developed countries primarily export agricultural pro- 
ducts. The rub, therefore, lies not in specializing in agricultural pro- 
duction but the type of agricultural product specialised in. If a country 
happens to specialize in primary products which tend to be in greater 
demand as result of economic development, and still more, if it has the 
necessary flexibility to shift to the production of agricultural com- 
modities for which demand increases, its terms of trade will improve. 
Ii is significant to note in this context that U.S.A. also primarily ex- 
ports non-manufactured products to Industrial Europe, and yet its 
terms of trade with the latter improved in the period under review. 
What is more important, therefore, is for the underdeveloped coun- 
tries to take measures which will develop the necessary mobility of 
labour and capital, instead of adopting all sorts of exotic devices to 
manipulate the terms of trade, which are the result rather than the 
cause Of backwardness. 


Dr. Kindleberger has some interesting comments to make on the 
likely conflicts in world trade policies in the future. In developed eco- 
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nomies because of inelastic demand and rapid technical progress, agri- 
cultural products would turn out to be in relative abundance and their 
terms of trade would rapidly deteriorate in absence of specific state 
action to maintain parity prices. On the other hand the income elas- 
ticity of demand for agricultural products and the high rate of popu- 
lation growth would lead to a rapid increase in their demand in under- 
developed economies. Because of the scarcity of land and capital their 
supply would lag behind. Costs of agricultural products would, there- 
fore, rise, and there would be an intensive demand for agricultural 
protection in these areas. There is, thus, a danger of the world being 
further compartmentalised. 


This study of terms of trade make us, the underdeveloped countries, 
more cautious and hesitant in another direction. In the past. changes 
in the volume of trade have been more important, in leading to’ balance 
of payments difficulties than variations in trade terms. The latter have 
also made scarty contribution to economic progress in Industrial 
Europe only $4 per head, 1/12 of the total gain. This of course does 
not deny the importance of stable or even favourable terms of trade to 
countries bent on rapid economic progress. Everything counts in their 
difficult situation. The significance of the terms of trade in this uphill 
tasks is however only marginal and since many of its determinants are 
outside state control, planners would be well advised to concentrate 
most of their limited energies and abilities on other factors which more 
certainly lead to development and even are essential to enable them to 
take full advantage of the favourable tides in their terms of trade. 


Bombay. D. T. LAKDAWALA 


The Cotton Industry in Britain. By R. Rosson, (London : Macmillan 
& Co. Ltd., 1957. pp. 364). 


To present in a consolidated volume the features of the cotton in- 
dustry in Britain, tracing its development and progress particularly 
during the last 40 or 50 years, has been the object of the author of 
this book. Though the stress has been put on the problems of the in- 
dustry like the location, specialisation, integration, size and the prices, 
production and investment policies of- the industry as a whole in 
Britain, it cannot be denied that the author has done a justice in study- 
ing the other allied problems as well. The study in the book is well 
supported by the statistical facts and figures. 


The book has been divided into 8 chapters and each chapter is 
a full and complete study of the problem discussed therein. Desirably 
the study starts with the description and processes of the various com- 
ponent parts of the textile industry as a whole proving a useful guide 
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to a reader not well acquainted with the industry as such. The deve- 
lopment which has taken place in the British Textile Industry from 18th 
century onwards to the present day, particulariy the changes during the 
first and the second world wars with their effect on the total world trade 
of cotton and piece-goods, has been nicely presented. The vital ques- 
tion of a proper location, which has been changing its phases in Bvitain 
off and on, and the degree of specialisation attained therein viz. in 
spinning, weaving, finishing, converting etc. has been the subject mat- 
ter of the 2nd and 3rd chapters of the book. The location of an in- 
dustry depends upon many variable economic conditions in which the 
technological improvements are most variable. A particular place 
which might have been good location for an industry at a particular 
time with a given technological standard may not be so when further 
technical advances which draw more suitable locations attention take 
place. But shifts to locations may not actually result due to the prohibi- 
tive costs of transfer, including the costs of buildings and erection of the 
plant. This, it can be exactly said, has been the situation with the cot- 
ton industry of Britain. The changes in the trends of location since 
1760 onwards due to the introduction of mechanical spinning (1760), 
steam engine (1800) and improvements in the technique of printing 
have been well described by the author giving statistics at all stages. 
Since after, 1920, there has been a tendency for the industry to be less 
strongly localised, and a slow rate at which the change is taking place 
may be a reflection of the surplus capacity within the industry which re- 
duces the rate of new investment. The present location, of course, caa 
be said to be at Lancashire, Yorkshire, Derbyshire and Cheshire. 
Similarly, the degree of specialisation which an individual unit should 
acquire, keeping in view the economies of ‘long run,’ reduction in 
administrative expenses, less stock-holding, lesser idleness of the 
machinery due to dovetailing of one order with other, and saving in 
time spent on machine setting. has been well studied in the work and 
needs a word of appreciation. Contrary to the need of specialisation, the 
author has not overlooked the advantages and dis-advantages of ver- 
tical integration of the processes in the industry in view of the changing 
circumstances and conditions of the industry and trade in general. 


The demand and market structure for cotton goods and the re- 
sponse of the industry to the changing market conditions has been well 
discussed, taking into consideration the sales and stocks movements 
over a number of years and the amount of the margin ratios. Similarly, 
the production policies which a firm has to follow, and a correct as- 
sessment of the consequences thereof, including the capital costs and 
the probable changes in the manufacturing ones, has been the topic of 
study in the sixth chapter of the book. The last chapters contain a 
review of Government’s policy and regulations at different times, parti- 
cularly during the present century, and the policy of reorganisation of 
the cotton trade of Britain after the first world war with India and 
Japan have been well-enumerated. 
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In the end the future of the industry has been assessed quite prud- 
ently. The trend in the per capita expenditure on clothing in view of 
the changes in incomes, the measurement of the relation between nat- 
ional income and the textile consumption, the changing habits of the 
consumers, the competitive ability of the industry at home and abroad, 
the declining export markets of Britain, the increasing popularity of 
Rayon and synthetic fibres, have all been properly considered while 
assessing the future of the cotton industry in Britain. The part to be 
played by the Government in laying down a policy of protection has 
also been emphasised in view of the keen competition from industries 
in other parts of the world and from Rayon fibres. A number of 
appendices have been included in the book for enlightening the tech- 
nicalities of the various processes of the Industry. The information 
contained in the appendices on Rayon and synthetic fibres, transport 
costs in the cotton industry, cost of erecting mills, are bound to prove 
useful. 


While concluding it has to be said that the author has made 1 
very good attempt in bringing forth a work of this nature which makes 
a consolidated as well as an extensive enough study of the cotton in- 
dustry in Britain. Not only the structure of the industry in Britain has 
been discussed, but the relation of the industry and its components in 
the international field is conspicuous throughout the book which makes 
it a very useful and informative work, not only to the students of econ- 
omic but for readers at large and particularly to all those interested in 
the study of the cotton industy. 


Bombay VINAYKUMAR TONGIA 


The Disintegrating Village—{A Socio-Economic Survey conducted by 
the University of Ceylon, Part I, 1957, The Ceylon University 
Press Board, Ceylon). 


THE ‘disintegrating’ village in Ceylon traces the time-honoured path 
of regressive economic and social movement in a colonial economy. 
The signs of this transformation are familiar to readers in India— 
growth of money economy and commercialization of agriculture, 
modern governmental administration, health services and the resultant 
fall in death-rate, pressure of population and insufficient increase in 
employment opportunities, sub-division and fragmentation, low agri- 
cultural yields, indebtedness and landlessness—and all the manifold 
ills that agriculture has been heir to. An additional complicating fac- 
tor in the Ceylonese economy is the relative preponderence of planta- 
tions and special problems created by it. “The destruction of the 
forests (for plantations) not only afiected the supply of water for the 
paddy-fields, but also reduced the fertility ot the soil by the double 
process of soil erosion and sedimentation and the reduction of the 
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supply of vegetable and organic manure. Furthermore, a number of 
irrigation channels having their sources in forests were lost to the vil- 
lagers when they become estate property.” This is the setting of the vil- 
lages studies by the staff and students of the University of Ceylon, in the 
Pata Dumbara district division, 77 per cent of whose arcreage is cover- 
ed by plantation crops. The sample selected is, as the authors of the 
report admit, extremely inadequate to yield 1esults of a representative 
character, yet within its limits the study is intensively and congpetently 
carried out. 


The book deals with the extent of share-cropping, distribution of 
land-ownedship on the basis of what the authors term as the ‘ opera- 
tional ownership’ etc. One, however, feels that this could have been 
usefully supplemented by information on distribution of legal owner- 
ship. It also deals, incidentally, with the break-up or degeneration of 
age-old customs relating to payment of feudal dues and loans and mort- 
gages which, earlier, had been more humane. An interesting conclusion 
from the study of landownership is that the business classes have 
hardly any interest in ownership of land ; it is the salaried class which, 
in fact, is gaining control over the village land. When the authors 
study the optimum size of holdings a very remarkable conclusion 
emerges ; that holdings of paddy land of the size of 0.40-0.45 acres have 
the higest net output! Though this conclusion is based on a very 
small number of observations the authors feel that under the existing 
conditions of factor-supply this may not be very wide of the mark. 
Chapter VIII is especially interesting in that it contains a fairly care- 
ful study of fragmentation and thorows light on the complicated inheri- 
tance laws and customs in the Kandyan region. 


With all its methodological limitations the book has a definite 
value as the first of its kind in Ceylon. The authors’ frequent refer- 
ences to inadequacy of funds and lack of ‘computational assistance are 
a sad commentary on the state of facilities in respect of such essential 
economic research in countries where it is needed most. 


Bombay S. H. DESHPANDE 














NOTES 
The Concept of Aggregate Economic Surplus 


THE concept of potential economic surplus appears to be the central 
theoretical tool in Professor Paul A. Baran’s book, Political Economy 
of Growth, Monthly Review Press, N.Y., 1957. This concept is used 
throughout the book not merely as a descriptive, qualitative notion, but 
also as a theoretical quantity capable of being compared both over 
time and between countries. (See for examples, pages 60, 128, 164"). 


The discussion in this paper relates to the definition of potential 
economic surplus as a theoretical quantity not as a descriptive idea nor 
as a Statistical magnitude. It is argued that the concept as definied is 
too vague to be useful as a theoretical tool. (It is realized that the 
precision of any definition need not be greater than warranted by the 
problem at hand. See Joan Robinson, /bid., p. viii. In the second 
part of the paper, a concept based on Physiocratic-Classical ideas are 
presented as an alternative which may be useful for fiscal policy in 
underdeveloped countries. 


In Chapter 2 of the book, Professor Baran defines potential econ- 
omic surplus as : (p. 23-24). 


“the difference between the output that could be produced 
. in a given natural and technological environment with the help 
of employable productive resources, and what might be regard- 
ed as essential consumption. Its realization presupposes a more 
or less drastic reorganization of the production and distribution 
of social output, and implies far-reaching changes in the struc- 
ture of society. It appears under four headings, one is society's 
excess consumption (predominantly on the part of the upper 
income groups, but in some countries such as the United States 
also on the part of the so-called middle-classes), the second is 
the output lost to society through the existence of unproductive 
workers, the third is the output lost because of the irrational and 
wasteful organization of the existing productive apparatus, and 
the fourth is the output foregone owing to the existence of un- 
employment caused primarily by the anarchy of capitalist pro- 
duction and the deficiency of effective demagd.” 

* It 4s similar to the theoretical concept of capital accumulation as used, 
for example, in Joan Robinson’s The Accumulation of Capital, (Illinois, 
1956), of saving in the General Theory, and of surplus value in the works 
of Marx. 
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The definition of excess consumption. In the construction of any 
concept of surplus, the definition of essential consumption is basic. On 
page 30, it is stated : 


“Where living standards are in general low, and the basket 
of goods available to people little variegated, essential consump- 
tion can be circumscribed in terms of calories, other nutrients, 
quantities of clothing, fuel, dwelling space, and ihe like. Even 
where the level of consumption is reiatively high, and involves 
a large variety of consumer goods and services, a judgment on 
the amount and composition of real income necessary for what 
is socially considered to be ‘decent livelihood’ can be made. 
As mentioned before, this is precisely what has been done in 
all countries in emergency situations such as war, postwar dis- 
tress, and the like.” 


The first sentence, probably intended for underdeveloped coun- 
tries, is not a definition, since it merely indicates in what units or terms 
essential consumption can be defined. The second sentence, probably 
intended for developed capitalism, defines essential consumption as 
“ decent livelihood.” “ Decent livelihood” is a vague term and so the 
question arises: what is its definition? On this crucial question no 
direct answer is given, except for a footnote to the effect “the Bureau 
of Labour Statistics of the United States Department of Labour works 
with some notion of ‘essential consumption’ in compiling its cost of 
living index. The Heller Committee employs similar concepts.” It 
may be instructive to discuss briefly the concept employed by the B.L.S. 
(which is one of the best of its kind) in order to get an idea of the 
complications involved in defining a loose term such as “decent 
livelihood.” 


The purpose of the B.L.S. concept was to provide a standard 
budget to be used as the basis for measuring the changes in its pricing 
over time and between cities for workers’ families in the large cities." 
For this purpose, it defined its budget to measure the minimum neces- 
sary for “ health, efficiency, nurture of children, social participation, and 
the maintenance of self-respect and the respect of others.” Note that 
there are a number of objectives in this definition. In addition to effi- 
ciency, the standard budget includes goods and services essential for 
a number of other objectives. For the purpose of the B.L.S., this de- 

2 The latter definition in view of what is said in the book about actual 
levels of living in uiderdeveloped countries cannot be applied to them, for 
on any definition of “decent livelihood” a large economic deficit rather 
than a surplus would exist in underdeveloped countries. 

* B. L. S., Workers’ Budget in the United States, Bulletin No. 927, 
Pp. 3.- 
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finition, yielding as it does a sort of an average or model budget, was 
probably satisfactory.* 


Is this definition of essential consumption (or decent livelihood) 
relevant for Professor Baran’s purpose? This leads to the further 
query : what is the purpose of this concept, or to put it differently, 
essential for what ? No explicit answer seems to be given in the book. 
Since the idea of essentiality varies widely with the purpose, this 
would seem to be a crucial question.° 


Implicit in the book, and consistent with most of the discussions 
in the book, is the idea of essentiality as essential for production or 
productive efficiency. Thus, anything above the level of essential con- 
sumption being non-essential for production is a waste and hence shift- 
able to or extractable for the needs of economic development.* (See 
Chapter 6). The B.L.S. budget presumably includes needs beyond the 
level essential for productive efficiency. Food needs were pegged to a 
level to “ insure good nutrition and protection of all body tissues ” and 
needs “for healthful housing.”’ Other items of consumption were 
sufficient to keep up “self-respect and respect of others,” and would 
thereby include what may be termed items of conspicuous consumption. 

* The standard budgets set up by the Heller Committee for Research 
in Social Economics of the University of California are said to be similar to 
that of the B.L.S., even though somewhat different methods for their empir- 
ical approximation were used. Instead of using what may be conveniently 
termed (even though incorrectly) the income elasticity method of selecting 
items and their amounts (B.L.S.), the Heller Committee simply included 
“all the items that at least 50 per cent of the families had.” Since “ the two 
methods did not give very different results,” the term model budget, for 
the B.L.S. may not be misleading. Quantity and Cost Budgets tor Two In- 
couse Levels, Heller Committee, Sept. 1955, p. 5-6. B.L.S., op. cit., p. 13. 
Whether these operational methods succeeded in yielding a budget which 
came close to the definitions is a question that is difficult to answer since 
objectives such as self-respect are difficult to pin down. 

The author adds that in wartime (and other emergencies) standards 
of essential consumption are actually worked out and used. In wartime, 
however, essential consumption is construed as essential for the war effort. 
In line with this, all employees of munition and other war industries, 
whether labourers, lawyers, salesmen, etc., are rated as highly essential while 
those connected with institutions of learning for teaching, for peacetime 
research, for the creation of fine arts, etc., are rated non-essential. Thes- 
ratings would not be in accord with the book’s argument. (Ses p. 32-33). 

® See Kenneth Boulding in Readings in The Theory of Income Dis- 
tribution, vol. 3, edited by W. Fellner and B. F. Haley, article entitled 

The Concept of Economic Surplus”, p. 665, 1949. 


7 


See B.L.S., op. cit., p. 12. 
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Without a specification as to what consumption (decent livelihood) 
is essential for, the notion of essential consumption becomes too arbitr- 
ary for most theoretical purposes. For example, is the statement on 
page 128 to the effect that potential economic surplus relative to GNP 
in the United States has been rising between 1946-1954 legitimate ? 
Since the notion of decent livelihood (whatever this may be) is a chang- 
ing one (and the B.L.S. regards its standard budget as “not an ab- 
sloute and unchanging thing,” op. cit., p. 7), the increase in the level 
of essential consumption could have offset other factors that the author 
has in mind. Or the statement: (page 164) “The economic surplus 
therefore while by comparison with the advanced countries small in 
absolute terms has accounted for a larger share of total output—as 
large as, if not larger than, in advanced capitalist countries.” This is 
a meaningless remark, unless we are told what the standards of essen- 
tial consumption are for the countries compared.* It may also be noted 
that after Chapter 2, “ The Concept of the Economic Surplus,” there 
are at least two different senses in which the concept is used. (See 
page 164 and 165). 


The definition of unproductive workers 


On page 32-33, unproductive workers are defined as: “ Most 
generally speaking, it consists of all labour resulting in the output of 
goods and services the demand for which is attributable to the specific 
conditions and relationships of the capitalist system, and which would 
be absent in a rationally ordered society. Thus a good many of these 
unproductive workers are engaged in manufacturing armaments, luxury 
articles of all kinds, objects of conspicuous display and marks of so- 
cial distinction. Others are government officials, members of the 
military establishment, clergymen, lawyers, tax evasion specialists, 
public relations experts and so on. Still further groups of unproduc- 
tive workers are advertising agents, brokers, merchants, speculators. 
and the like.”® 


It may be noted that the author has shifted from the expenditure 
side of the national income and expenditure accounts to the income 

* For underdeveloped countries following the discussion of essential 
consumption of page 30, the author refers on the next page to the FAO's 
study Calorie Requirements Nutritional Studies No. 5, and the United 
Nations, Housing and Town and Country Planning, 1949-1950. (What ot 
other items in the family budget ?) The use of these standards for food and 
shelter to define essential consumption might very well give results showing 
economic deficits rather than surpluses for most Asian countries, depend- 
ing on what standards are used for other consumption items. 

* Supplementing this definition is the remark: ‘“ What is crucial to 
remember is that unproductive labour as just defined is not directly related 
to the process of essential production and is maintained by a part of society's 
economic surplus.” (p. 33). What is “essential production” in this book ? 
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side, when passing on from a discussion of essential consumption to 
unproductive workers. To the extent that luxury articles of all kinds, 
objects of conspicuous display, and marks of distinction” and final 
services of “clergymen, lawyers, tax evasion specialists, public re- 
lations experts and so on” are included in his definition of excess 
consumption (whatever this may be), there is double counting and 
duplication in his total of ecoomic surplus. To the extent that the net 
value added by “advertising agents, brokers, merchants, speculators 
and the like” are also included in the value of excess consumption, 
there is also duplication.'® On the other hand, to the extent that all 
of these are included in the total value of essential consumption (and 
if the B.L.S. budget is used to define essential consumption, some lux- 
uries and items of conspicuous disply and some final services of 
clergyman, etc., will be included), there seems to be a contradiction 
in the concept of essential consumption and unproductive workers or 
in the valuation base. 


Whether and to what extent the workers and occupations listed 
above are unproductive will depend on the nature of the rational so- 
ciety the author has in mind. However, more than mere “ visualized 
image’ of such a society is needed. One needs a fairly concrete and 
detailed model, indeed, a blueprint of a rational society. Such a 
blueprint must consist of a bewilderingly complex system of 
national income, moneyflow and input-output accounts, ail closely in- 
tegrated and articulated. More important this system must rest on 
assumptions regarding (among other things) behavioral patterns which 
are supposed to prevail in the rational society.'' But is it possible 
to foresee and specify these patterns even approximately? Who 
can say that in such a society tax collection, ¢conomic administration, 
legislative activities, policing, merchandising, legal work, adver- 
tising etc., will become redundant functions? It would seem 
that the degree of rationality possible in any society depends on 
the level of technology and the extent of natural resources. Since 
these are assumed to be given, a certain unknown degree of irrational- 
ity is impossible to eradicate even in a rationally ordered society. Thus 
Professor Baran’s notion of unproductive workers linked as it is to a 

‘© For example, there is duplication in the sense that, in the case of a 
worker producing luxury articles, even if he is shifted to the production of 
essential consumption goods, he will still need to consume essential con- 
sumption goods as before. Hence the surplus of such a worker is measured 
by the luxury 


goods, not the luxury goods plus his essential consumption. 


11 There will probably be significant rises in the level of essential con- 
sumption (especially in the form of recreation, education, leisure, medicine, 


fine arts, etc.) in the rational society as compared with the level in an irra 


tional society. (See p. 34). 
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mythical society appears too illusive to be theoretically meaningful.'* 


Finally, the rational society envisaged apparently is a very long 
term possibility (several generations ?) A large part of the output of 
the unproductive workers do not become surplus until society becomes 
rationalized. What then is the point of designating their total output 
as surplus available to underdeveloped countries for developmental 
purposes ?'* 


Output lost because of irrationality and wastefulness of existing 

productive organization 

The extent to which these losses can be prevented depends also 
on the image of the rational society. For example, in developed coun- 
tries where consumer choice is extensive this model must specify how 
seasonal, secular and random shifts in consumer demand are to be hand- 
led without standby capacity. '* Without such specifications, the con- 
cept of excess capacity seems too loose to permit the use of the notion 
of potential surplus for inter-temporal and inter-country comparisons. 
As to underdeveloped countries, the author points to the “ staggering 
multitude of merchants, dealers, peddlers, trading stand operators, 
and people with nondescript occupations crowding the streets, squares, 
and coffee-houses of their cities.” (p 171) Here again, the nature and 
extent of the waste involved depends on the model of the rational so- 
ciety. It should be noted that a large part of the time of peddlers 
and traders in underdeveloped countries is taken up in the fabrication, 
transportation, warehausing book-keeping asd other tasks, besides buy- 
ing and selling.'’ In any society, these functions are, to a larger or 
lesser extent, necessary functions, 


‘2 In the physiocratic-classical conception of unproductive worker, des- 
pite certain differences and ambiguities, the essential idea did not depend on 


any image of a future society. In general, all workers whose output was 
consumed by those who did not participate in the process of production 
(e.g., landlords) were regarded as unproductive since their output did not get 
back into the process of production (or reproduction). (See section 2 below). 


‘8 This point is particularly relevant in regard to military expendi- 
tures. Even if one country becomes rationalized, it other countries are not 
rationalized, military expenditures may be essential in the former country. 

'* See J. M. Clark, Strategic Factors in Business Cycles, NBER, 
1935, Pp. 150-151. 

‘5 In the article, “On the Structure of the National Income Distri- 
bution in Japan”, Kobe Economic and Business Review, No. 2, 1954, pub- 
lished in English, Nobuko Nose attempts an estimate of surplus value of 
Marx. Marx’s notion of the unproductiveness of certain tertiary industries 
applies to pure (or what he terms “ genuine”) commerce, ctc., ‘under cont- 
petitive conditions. To the extent that traders, shopkeepers, peddlers, etc., 
in Japan fabricate, transport, package, etc., commodities which they sell 
(and these activities are considerable even in Japanese commerce), her est- 
imates tend to over-state the total. 
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Besides these questions as to the validity of potential economic 
surplus as a theoretical quantity, there are doubts as to the extent of 
its usefulness. In reading the book one cannot help feeling that Pro- 
fessor Baran has in the main, brought together within the framework 
of potential economic surplus, analyses and results obtained by other 
writers. My own reading of these chapters suggests that as an exposi- 
tory device, the use of the concept as a framework muddies rather than 
clarifies the picture. 


This is in part due to the attempt of the book to use a single con- 
ceptual tool to analyze economies as far apart in their degree ot dev- 
elopment as India and the United States. Elsewhere this writer has 
attempted to show (with respect to the concept of saving). that no single 
concept can be fruitfully applied to the theoretical analysis of capital- 
ism in its various stages of growth. The observable form of the move- 
ment of the economy in 18th Century England sustained growth punc- 
tuated at irregular intervals by brief commercial crises) differs from 
that in the 19th Century (decennial Juglars of fairly regular periodi- 
city), and the latter from that in the 20th Century in the United States 
(very long expansion followed by very long depression). These differ- 
ences in form imply that_no single (specific) law of movement obtains 
for all stages of development. If this is so, the different underlying 
laws of movement may only be discovered and described by different 
concepts. For example, assume that in the declining phases of the 
Juglar and in the long depression of the 20th Century, savings (exante) 
tend to be in excess of investment so that Say’s Law does not hold. 
In these circumstances, of what use and relevance is a concepi so broad 
as potential economic surplus in the analysis of the causes of the de- 
cline, (as distinct from its use as a norm defining standards of optimal 
performance of the economy) ? 


An alternative Concept—Non-essential Expenditures 


The difficulties in the construction of any concept of aggregate sur- 
plus are considerable. The chief problem is, as Alfred Marshal puts 
it, to find the level of income “which is necessary for keeping the 
worker in full efficiency ”...“" we may say that the income of any class 
in the ranks of industry is below its necessary level, when any increase 
in their income would in the course of time produce a more than pro- 
portionate increase in their efficiency.”'® This level is extremely diffi- 
cult to find. It may be due to the possibility that there is no such uni- 
que level in real life but a whole range whose minimum and maximum 
values are too far apart to be useful in the construction of any concept 
of aggregate surplus. 


But perhaps there is no need for any variant of aggregate surplus. 
This we have argued to be so in the case of a developed economy. For 


16 


Principles, 8th Edition, p. 69-70. 
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the needs of underdeveloped economies, the concept of non-essential 
expenditures may suffice as it did for the period of the Physiocrats 
and of Adam Smith in the pre-Juglar 18th Century. If it is assumed 
that the sustained growth during the 18th Century was achieved under 
conditions of continuous shortage of savings (with brief exceptions dur- 
ing commercial crisis) a concept broader than savings (equal to invest- 
ment) is needed in order to answer questions such as: ‘ow and where 
more funds may be found in order to finance increased investment ? 
The Physiocrats found such an aggregate in the concept of produit 
net. The gross national product of a nation was divided into expendi- 
tures made out of produit net and reproductive expenditures, the latter 
defined as expenditures which flowed back (in the form of depreciation, 
repairs, and consumption of the labour force) into the process of 
production. (The implicit assumption was that labour income was 
roughly equal to a subsistence minimum).'’ As Marshali points out 
(Principles, 8th Edition, p. 69-70), these concepts were useful for the 
study of capital accumulation, and proved so during the period of 
Smith and Ricardo in the study of growth. 


On the basis of these ideas, this writer attempted to work out a 
concept of non-essential expenditures. Because of certain ambiguities 
in the Physiocratic formulation, the concepts were worked out within 
national product accounts. Expenditures on GNP were then divided 
into three categories : reproduction expenditures (expenditures neces- 
sary to maintain the current level of GNP); development expenditures 

‘7 In Smith, Ric&rdo and even Malthus (see his Definitions in Political 
Economy, p. 11, 70, 79), the concept of unproductive labour or unproductive 
consumption (the former viewed from the income side of the national 
accounts and the latter from the expenditure side) was emphasized. Des- 
pite certain differences and ambiguities, the basic idea underlying the con- 
cept was consistent with the idea of produit net, i.e., it was that portion 
of produit net not expended on capital accumulation. Marx’s concept of 
surplus value is functionally different from the concept of unproductive 
consumption. He thus included in surplus value income originating in 
commerce and other tertiary activities even though some of these were 
regarded as essential in any form of society. (Capital, Vol. 2, Ken Edition, 
p. 152). Nor did he regard all non-material final output as non-essential, 
criticizing Smith’s definition of productive labour in this regard. (Theories 
of Surplus Value, International Publishers, N.Y., p. 187-197). To Marx, 
all labour is productive if surplus value is produced, irrespective of material- 
ity. Surplus value was a concept which Marx used mainly to study its changes 
in relation to capital employed, since this relationship was the mainspring 
of the capitalist system. It is mainly in the section on the Schema in Vol. 2 
that the expenditure side of Marx’s social accounts becomes important. But 
the problems of the Schema are distinctly secondary to the problems dis- 
cussed in Vol. 1 and 3 in Marx’s system of ideas. 
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(expenditures to enhance the ability to produce output needed for re- 
production in the future) ; and all others as non-essential 2xpenditures.'* 
It is best not to regard non-essential expenditures as a varient of sur- 
plus concepts, since not all of the total of such expenditures are shift- 
able for developmental purposes. These expenditures are more prc- 
perly regarded as less essential than either reproduction or development 
expenditures for economic growth. Hence, the former are better sources 
of public revenue than the latter for financing increased expenditures 
for development. Greater importance therefore is attached to the de- 
tailed flows comprising the total of non-essential expenditures than 
the total itself. (Such fiscal objectives were also the concern of the 
Physiocrats and Classicists. See, e.g., Monree, Early Economic Thought, 
p. 341-343, 347-348). 


The low proportion of gross capital formation to GNP in coun- 
tries like India, Philippines, Indonesia, Ceylon, Thailand, etc. (judg- 
ing from available statistics) and the apparent inability of these and 
other countries “to get off dead center” suggest that there is a need 
for some notion of non-essential expenditures (as distinct from aggre- 
gate surplus) for problems relating to rapid growth of present-day 
underdeveloped countries, especially in Asia. Professor Baran’s book 
may be interpreted as a forceful presentation of the case for urgent 
action to mobilize some portion of less essential expenditures for the 
requirements of growth. 


Washington A. T. OSHIMA 


‘8 Then each detailed flow as given on the expenditure side of the 


UN System of Accounts, N.Y., 1952, p. 41-43, was classified into the three 
categories. Finally, rough estimates for Ceylon, Malaya, Philippines, India 
and Thailand were prepared. Professor Baran has erroneously designated 
these estimates as potential economic surplus on page 227 °f his book. It 
should be clear from our discussion that the latter is impossible to estimate 
statistically. Nor were the estimates regarded as sufficiently frm for publica- 
tion. With time permitting the writer had intended in the future to re- 
vise both the conceptual and statistical aspects of the estimates. 
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Inflationary Pressure in the Indian Economy 


A Note on Pror. GADGIL’s paper. 


THIS note deals with only one of Prof. Gadgil’s contentions in the 
paper printed elsewhere in this issue of the Journal, namely, the ab- 
sence of general inflationary pressure in India today. It does not 
deal with other points in his paper except by implication, if at all. 


Professor Gadgil argues that there is no general inflationary pres- 
sure operating in India today because (a) though the money supply 
with the public has consistently increased during the last three years 
the index of wholesale prices has fluctuated without showing a con- 
sistent trend. (b) The cloth market has continuously shown slackness. 
(c) The rate of expansion of the number of persons employed by the 
Central Government has slackened during recent months and the data 
of Employment Exchanges show no decline in urban unemployment 
(d) The increase in food grain prices in the recent past can be satis- 
factorily explained by the initial technical position in particular food- 
grains and the subsequent hoarding and speculative activity on the 
part of the traders. (e) There is at present a pressure on banks for 
accommodation but that is due to the wrong policy of more-than- 
liberal imports allowed to the private and public sectors during the 
last two years which has in turn created this demand for financing 
the investment arising out of it. 


One gets the impression from Prof. Gadgil’s note that he regards 
the inflationary phenomenon as an aggregate one in which an increase 
in money supply or incomes affects all prices and exerts an upward 
pressure on them. This is accompanied by an increase in employment. 
His main difficulty in accepting thé thesis regarding the presence of 
inflationary pressure in India is that the facts in India today are con- 
trary to the above picture. He regards the Indian economy, to quote 
from his paper of August 1956 to which he refers in his opening para- 
graph, “as a shallow surface which is cut up and uneven and wherein 
some parts are overfull while others are dry,” He finds it difficult to 
interpret this situation as inflationary because all parts are not full 
He finds that there is no underlying unity in this picture which could 
be described under the general rubric of inflation. 


If this is @ correct statement of Prof. Gadgil’s position it is not 
difficult to see what is wrong with his analysis. His conception of 
inflation as an aggregative phenomenon affecting all markets in the 
economy in an upward direction and registering itself in an all round 
rise in prices that is at fault in his analysis. If it can be shown that 
inflation need not raise all prices simultaneously and ‘that disparate 
price movements can have an underlying unity in an inflationary situa- 
tion and that however cut up and uneven the surface may be the water 
contained in each trough is not independent of that contained in 
others but is interdependent, his analysis can be shown to be faulty. 
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Recent discussion on inflation has provided an inclusive frame 
of reference for the analysis of inflations. The essence of inflation is 
the presence of monetary excess demand. Monetary excess demand 
in a particular commodity market may be defined as the positive differ- 
ence between active attempts to purchase that commodity and its avail- 
able supply. The opposite to this is monetary excess supply. For pur- 
poses of analysis monetary excess demand or supply of individual 
commodities and factors may be added together for deriving wider 
aggregates, though factor and commodity markets should be kept strict- 
ly separate. This latter is necessary because factors as income gen- 
erators have a special role to play in the inflationary process which 
should not get mixed up with the other elements as in the quantity 
theory or they should not be just ignored by the assumption of full 
employment or equilibrium in the factor market, as in the Keynesian 
theory. Monetary excess demand in the composite commodity mar- 
ket exists if the sum of values of excess demand in all the individual 
commodity markets is positive. If this sum is zero then there is equili- 
brium and if it is negative then there is monetary excess supply. The 
same applies to the factor market. We then say that the monetary 
pressure of inflation exists if there is monetary excess demand in 
either the composite commodity market or the composite factor market, 
or in both the composite markets, so long as neither of them exibits 
monetary excess supply. This frame of analysis, worked out by Bent 


Hansen, can handle a wide degree of aggregation or disaggregation of 
markets to suit the purpose in hand.' 


Prof. Gadgil refers to two segments of the factor market, the 
pressure on banks for accommodation and the employment situation. 
Let us consider them in turn. The fact that deficit financing is being 
undertaken to push up the total rate of investment in the economy 
is patent in the present situation in India. It will also be readily 
agreed that the net deficit financing, (net of the adverse balance of 
payments) undertaken in the first two years of the Second Five Year 
Plan has been at least as large as in the last two years of the First Five 
Year Plan. That this creates inflationary potential if not matched by an 
equal increase in production or real icome will be also readily agreed 
to. The very fact of deficit financing is sufficient proof that there is 
a gap in the capital market. Prof. Gadgil admits this when he speaks 
of the pressure on banks. He points out that this is due to the wrong 
import policy of the recent past. This is no doubt true but irrelevant 
in the present context. There are other indications of the pressure on 
the capital market in India such as the rise in interest rates, etc. 
It is not necessary to labour this point further. 

‘Bent Hansen, A Study in the Theory of Inflation, London, George 
Allen & Unwin, 1951, Chapter [, pp. 1-21. 
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Directing attention to the employment situation it may be pointed 
out that Prof. Gadgil’s arguments on this point are both inconclusive 
and off the mark. On the basis of the Employment Exchange data he 
argues that urban unemployment has recorded no decline in recent 
months. This together with the slackening of the rate of expansion 
in employment afforded by the Central Government, he argues, indi- 
cates a sluggishness of the employment situation which goes ill with 
an inflationary situation. The data referred to by Prof. Gadgil are 
inconclusive in regard to the general employment situation in the 
country. In regard to the state of urban unemployment no firm 
conclusion is possible from the data furnished by the Employment 
Exchanges because of the voluntary nature of registrations there and 
the known drawbacks of these data. The slackening rate of expan- 
sion of employment afforded by the Central Government introduces a 
dynamic element in an otherwise static analysis, the significance of 
which has not been properly brought out. Even as it is, it is only a 
partial indicator of the rate of growth of total employment in the 
country. Even if Central Government employment continues to ex- 
pand at a slower rate that does not mean that the general employ- 
ment situation is one of stagnation. At best it will indicate that it may 
tend towards stagnation in that sector if the present trend; continue. 


But apart from this for the analysis of inflations in underdev- 
eloped economies employment of labour is an unimportant considera- 
tion. In such economies the limit to output is capital equipment 
rather than labour and there exists a considerable structural un- 
employment and underemployment. In such an economy when under 
a development programme investment is being made in different fields 
with varying gestation periods and where an essential part of dev- 
elopment is the adoption of improved techniques of production, em- 
ployment of labour cannot be a monotonically increasing function 


of investment. In such an economy even an increase in the number 
of unemployed will not indicate an absence of inflation but only that 
employment is increasing at a slower rate than the labour force or 
generally population. The employment argument in this context just 
does not signify in an underdeveloped country like India. The mone- 
tary excess supply in the labour market cannot be held to nullify 
the monetary excess demand in the remaining factor markets because 
that will lead to the conclusion that there cannot be an inflation in 
such economies until such time as involuntary unemployment is eli- 
minated from them. It is patently absurd and unreal. This under- 
lines the danger of aggregation, even of all factors, in the analyses of 
such situations. 


The third element in the factor market is land or raw materials, 
etc. Prof. Gadgil does not refer to this at all. It is, however, quite 
clear that several raw materials are under pressure, that cement and 
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steel are in short supply. Taking all things together it cannot be de- 
nied that there is today in India a gap in the factor market or that 
monetary excess demand exists there. One of the criteria for identify- 
ing the presence of inflation is satisfied. Let us now see whether it 
is supported or negatived by the conditions in the composite com- 
modity market or markets. 


The two features of the commodity market to which Prof. Gadgil 
refers are the depressed state of the cloth market and the rise of 
prices of foodgrains, due, in his opinion, to the speculative and 
hoarding activities of traders. If there were monetary excess 
demand in the commodity market, he seems to argue, it would push 
up all prices. Since cloth prices are not experiencing any such pres- 
sure the foodgrain prices may not be going up because of monetary 
excess demand for foodgrains but for other reasons. That the two 
may be connected through a reaction effect in a generally inflationary 
situation is ignored or not seen, by him. This can be shown as follows. 


If we look at the total expenditure stream in the economy going 
into each of the different commodity markets or groups of markets 
according to their scale of importance in total consumer demand we 
can also visualise the same expenditure stream being shared out differ- 
ently among them through price variations or physical controls. Now 
expenditure on foodgrains is of primary importance and in India it ab- 
sorbs a major proportion of the total expenditure. Next to it comes 
that on cloth and then that on fuel, rent, etc. follow. If a larger pro- 
portion of an expanding expenditure stream arising out of rising 
money incomes is sucked up by the foodgrains market because of a 
sharp rise in the foodgrain prices—to the causes of which we shall 
come later—a smaller proportion than previously of the total ex- 
penditure stream will go to the other markets. As the demand for 
feodgrains in India is rather inelastic a rise in foodgrains prices might 
absorb the whole of the increase in income in a given period. Now 
if the supply position in the cloth and other markets remains un- 
changed or changes for the better, it is likely that these commodi- 
ties will experience sluggish demand.? The exact effect will depend 
on the supply and demand conditions in each market and the re- 
spective income and price elasticities of the commodity or commodi- 
ties concerned. On certain assumptions in regard to these how the 
picture will appear in the foodgrains market is shown by my col- 
league Shri P. N. Mathur in the following note, which I quote. 


“Let prices of foodgrain & pulses increase by B times its initial 
value. Let price elasticity of the demand for foodgrains bee. Then 

* It may be noted in this connection that the cloth market in India 
may be sluggish but the index of cotton textile prices during 1957 has gone 
up slightly. 
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the demand for foodgrains at the increased prices on certain usual as- 
sumptions will be (i—Be) times the previous demand. Then the ex- 
penditure on foodgrains will be (1+B) (1 — Be) of the previous ex- 
perditure. How it works out on some assumed values of B and e 
has been shown in the table below. 


Money spent on foodgrains and pulses after the rise in prices as 
a proportion to that spent before rise. 








Elasticity 








Percent rise ol 2 3 4 5 
in prices. 
25 1.22 1.19 1.17 1.13 1.09 








20 1.18 1.15 1.13 1.10 1.08 





Again if income has increased « times, and income elasticity be E, 
the expenditure on foodgrains and pulses will be (1+2E) (1+B) 
(1 — Be). 


Taking price rise as 25% and income elasticity of food grains and 
pulses as .5 the value taken by Foodgrains Enquiry Committee, the 
money liability to be spent on foodgrains and pulses after the rise of 
prices and income as the proportion of that before rise has been shown 
in the table below. 


Money spent on foodgrains and pulses after a Price rise of 25% 
when income elasticity is .5 for different rises in incomes and different 
price elasticities in proportion to expenditure before price rise. 


























Elasticity 
Percent rise oa 2 38 4 & 
in income. 
5 1.25 1.22 1.20 1.16 1.12 
10 1.28 1.25 1.23 1.19 1.14 
15 1.31 1.28 1.26 1.21 3.80 
20 1.34 1.31 1.29 1.24 1.20 
25 1.37 1.34 1.32 1.27 1.23 








As the average expenditure on foodgrains and pulses can be 
taken of the order of 45% of the total expenditure on the basis of 
National Sample Survey first three rounds. It will be seen that if the 
rise in income is less than 10 per cent and price elasticity is less than 
.3, the increased expenditure on foodgrains and pulses will be more 
than the increase in income. And in such a situation less money will be 
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available for spending on other commodities after the rise in income 
than before the rise, in the short period. If rise in income is only 5%, 
the same situation will be there even if the price elasticity is as large 
as .5. It may be pointed out that on the assumption of income elasti- 
city as .5, price elasticity cannot be more than .5.” 


The question left over in the above is the causes of the recent rise 
in the prices of foodgrains. Prof. Gadgil maintains that this rise is 
not due to the pressure of monetary excess demand but that the “ in- 
itiating impulse was the technical position of supply in particular 
markets for particular grains towards the end of 1955 and after 
that trader action could and did aggravate the situation.” The argu- 
ment is from the particular to the general. The technical position of 
supply and demand in particular crops was effected from the supply 
side because of a fall in their production in 1955 season and the prices 
rose initially. This came about because of the short supply but also 
because of the fact that demand remained unchanged at the old level. 
If demand had gone down also as much as supply there would have 
been no rise in prices. In saying that this price rise was due to the 
technical position Prof. Gadgil seems to say that cannot be a posi- 
tion of monetary excess demand. Yet that is what is precisely is. If 
effective demand remains the same or increases with in income rise 
and the supply is reduced for any reason monetary demand exceeds 
supply at the old price level and prices rise. If active attempts at 
purchasing exceed the available supplies monetary excess demand ex- 
ists. A short supply by itself cannot raise prices unless demand is 
such as to exceed supply. This is even more so when the rise of 
prices is cumulative and sustained over a period and is not confined to 
particular foodgrains but is spread over the whole range of them in 
varying degrees. When a technical position does not attain balance 
when conditions on the supply side giving rise to it have disappeared 
and becomes the basis or the beginning of a cumulative and sustained 
price rise not only in its own particular context but in regard to the 
other foodgrains as well, there is something more at work and that 
factor is excess monetary demand. When incomes are increasing as 
a result of deficit financing for a development programme effective de- 
mand also rises. Speculation and hoarding by traders can take place 
on a sufficiently wide scale only in anticipation of a steady or expand- 
ing demand and a rising market. Prof. Gadgil’s attempt to explain the 
rise in foodgrain prices as due to the technical supply position initially 
and the action of traders subsequently does not by itself prove the 
absence of monetary excess demand in the foodgrain market. 


The rise in foodgrain prices and the sluggishness of the cloth mar- 
ket can be thus consistently explained within the general framework of 
an inflationary situation. All indications are that there is monetary 
excess demand in the composite commodity market as well as in the 
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factor market in India today. With the disequilibrating factor of de- 
ficit financing at work continuously and expected to be so during the 
next few years, with the cushion of foreign exchange reserves gone, 
there is bound to be continuously a disequilibrium in the factor mar- 
ket and unless supply conditions change in an extremely favourable 
manner this is bound to be conveyed to the commodity market. In- 
flation is disequilibrium arising out of monetary excess demand and 
so long as the inflationary tap of deficit financing is gushing it will be 
always created and maintained. It may be that in the process some 
sectors may be overfull for some time and leave others dry. But that 
does not mean we need wait till all are full to recognise a state of in- 
flation. In fact from the policy point of view that may be too late. 


The presence of inflationary pressure in India today and the 
prospect of its continuance during the next few years according to 
present indications emphasised in the above underlines the crucial 
importance of proper economic policy. The above analysis does not, 
even by implication, say anything about the ability of the Indian econ- 
omy to put through effectively a plan of the dimensions of the Second 
Five Year Plan, if proper policies are adopted. Nevertheless, for 
evolving such policies it seems necessary to recognize the presence of 
infiationary pressures in the existing situation in India. 


Poona N. V. SovaNni 
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Proceedings of the 40th Annual Conference of the 
Indian Economic Association 


Tue 40th Annual Conference of the Indian Economic Association was 
held at Nagpur from 24 to 26 December 1957. The Conference began 
on 24 December at 10 a.m. in the Convocation Hall of the University 
of Nagpur. The Vice-Chancellor, Shri K. T. Mangalmurti welcomed 
the delegates and also inaugurated the conference in the absence, due 
to sudden illness, of the Governor of Bombay, who had graciously 
agreed to inaugurate the cnference. 


Presidential Address 


Professor B. R. Shenoy delivered the Presidential Address on “ The 
Indian Economic Scene—Some Aspects.” A full text of the address 
is printed in this issue of the Indian Economic Journal. 


Discussion 


As decided last year a new proceedure of discussion had been 
adopted this year. After the opening session, the Conference divided 
itself into three groups to discuss the three subjects selected for dis- 
cussion. The subjects for discussion were: (1) Pricing Policy under 
the Second Five Year Plan, (2) Choice of Techniques in Consumer 
goods industries, (3) Economic Principles underlying the Fixation and 
Regulation of Wages. The current topic for discussion was: “ Re- 
phasing of the Second Five Year Plan.” The following persons had 
submitted papers on the three subjects. 


1. Pricing Policy under the Second Five Year Plan: 


Saileshkumar Bose, 
B. P. Dutia, 

S. R. Mohnot, 

K. S. L. Panikkar, 
R. C. Patnaik, 
Vasantkumar Pethe, 
R. L. Sabarwal, 

A. Salim, 

K. S. Venkataraman. 


WHEN PVPyeyv>r 


2. Economic Principles underlying Fixation and Regulations of 
Wages : 


1. B. M. Bhatia, 
2. Baidyanath Misra, 
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3. H. 

4. S. 

5. M. L. Seth, 
6. S. 

7. 


3. Choice of Techniques in Consumers Goods Industries : 


1. 
2. 
3. 
4. 
5. 
6. 
ee 
8. 


R. G. Bajpai, 

J. L. Dholakia, 

D. T. Lakdawala, 
R. N. Lal, 
Baidyanath Misra 
J. C. Sandesara, 

T. P. Subramonian, 
J. S. Uppal. 


According to the new procedure the President had appointed 
One rapporteur each for the three subjects and they had prepared reports 
on the papers submitted on the respective subjects that were assigned 
to them. These reports had been cyclostyled in advance and copies 
of these had been distributed to members immediately on arrival at 
Nagpur. In each of the discussion groups, chaired by the respective 
rapporteurs, papers were taken as read and the discussion proceeded 
along the lines indicated in the rapporteurs’ reports and the issues 
framed by them. A short summary of the discussion was prepared by 
the rapporteurs and these summaries were immediately cyclostyled 
and distributed to members before the discussion of the subjects was 
taken up in the general sessions. The following are the summaries of 
the group discussions as prepared by the respective rapporteurs. 


Prising Policy under the Second Five Year Plan 


(Rapporteur—Dr. D. T. LAKDAWALA)* 
Group Discussion 


We had an interesting group discussion on the subject in which 14 
persons besides the authors participated. In the course of the discus- 
sion a few new points and issues emerged, and some points already 
mentioned in the Rapporteur’s Report were amplified. For sake of 
convenience these are summarised under the same headings as in the 
Report. 


*The President had originally appointed Mr. W .R. Natu as the rap- 
porteur for this subject. But due to illness he could not be present. At 
the request of the President Dr. Lakdawala agreed to serve as rapporteur 
for this subject. 
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Actual Position 


It was pointed out by many participants that the Second Plan had 
no price policy at all. The question, therefore, of a Price Policy under 
the Second Five Year Plan was largely a discussion of what the policy 
should be rather than an anlysis of the existing policy. 


Objectives and Purposes 


The income-distribution aspect of an integrated price policy was 
emphasised. The desirable level of agricultural prices, for instance, 
raised the important question of not only rural vs. urban distribution 
but also of regional distribution. There was a detailed discussion in 
which it was pointed out that in the present context the conflict was 
imaginery to some extent as the benefits of fluctuating agricultural 
prices mainly went to the traders. Where resource allocation aspect 
and the income-distribution aspect’ demanded differing courses of 
action, it might be desirable to choose the course of price policy de- 
manded by the former, and meet the claims of the latter by the svbsi- 
dies. Not all agreed with this view. 


A price policy was generally agreed to involve price stabilization. 
It was argued that under inflationary conditions there was always a 
danger that whatever the level at which prices were stabilized, there 
was bound to be some disequilibrium and injustice as incomes of all 
groups were hardly ever adjusted to this level. 


Fluctuating prices increase uncertainty and thereby make many 
types of investment unprofitable. Price stabilization may remove this 
uncertainty and thus help investment. 


Diagnosis 


It was forcefully pointed out that the financial policies of the Gov- 
ernment of India were largely responsible for the present state of prices. 
Controls were no remedy for the situation. Different experts 
had set different safe limits to deficit financing. Once these 
were reached, even with controls there would be suppressed in- 
flation, which would sooner or later have to be brought into the open. 
It was stressed that in view of the extremely meagre finance that the 
banks supplied for marketing of foodgrains. changes in the level of 
advances by them could not make much meaning. Selective controls 
could also be evaded by changes in the classification of advances. 


Regarding the effects of higher foodgrains prices on marketable 
surplus, it was generally accepted that the income elasticity of pro- 
ducers was high in regard to foodgrains consumption. It was likely 
that the higher prices of commercial crops could have the same effects 
as those of foodgrains on marketable surplus. Expectations of rising 
prices may lead as much to hoarding by producers as by traders. 
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Remedies 


The diagnosis of the subject also suggested its remedies. There 
was little support to the suggestion regarding the reduction in the size 
of the Plan, but the need for heavier taxation was emphasized. It was 
also stressed that the greater the level of taxation, the more effective 
fiscal checks could be in stabilizing the price level. 


The desirability of price control was recognized inspite of the 
administrative limitations. The level at which sectional prices should 
be fixed or the principles in following them was discussed with spe- 
cial stress on the prices of agricultural products. Some felt that ia 
the interests of industrialization and economic development, the former 
should be fixed at a relatively low levels; others argued that in the 
interests of economic justice this should not be allowed. It was also 
pointed out that it was not necessary to base prices on the marginal 
costs. By an equalization policy, prices could be stabilized at a much 
lower level. 


Economic Principles underlying Fixation and Regulation of Wages 


(Rapporteur—Dr. M. H. Gopat) 
Group Discussion 


DISCUSSING the first of the issues raised in the papers—why current 
wage theories were inadequate and whether any satisfactory can be 
evolved, as it was felt that the reason for inadequacy was the dicho- 
tomy between applied research and the theoretical model. In apply- 
ing theory, its basic assumptions and limitations are forgotten. The 
role of theory is to suggest the wage floor and ceiling, and in making 
this function effective administrative factors intervene and restrict the 
application of the theory in practice. After all, the marginal producti- 
vity theory is not basically incorrect but only overstresses one aspect— 
the employer’s approach. An adequate theory can be evolved by cor- 
relating it with the ‘net advantage’ aspect, which represents the em- 
ployees’ side. 


The practical side of the wages question is its regulation. While 
the objective of fair and living wages is laudable, it has little relevance 
to a developing economy. Even the concept of minimum wages has 
limited application. The minima for the urban and rural sectors in 
different regions cannot be the same. In fact, no minimum need be 
fixed in agricultural wages since the labour-employer relationship is 
more than economic in character. In the urban sector, the minimum 
should be related to regional-cum-industrial factors. In its fixation, 
the intervention of the State becomes essential. In redrawing the wage 
map of India it should be remembered, however, that the minimum 
wage concept itself is undergoing a change. 
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While it is possible conceptionally to evolve a national minimum 
wage, it is difficult to operate it particularly in a large, developing and 
poor economy. High wage costs and low industrial earnings cannot go 
together. In determining the wage level three economic criteria may 
be adopted—cost of living, wage differentials and profits. The dis- 
cussants differed as to how far non-economic considerations also should 
be taken into account. 


Another difficulty in practice is in relating wages to productivity. 
What is productivity ? Higher yield with the same old capital equip- 
ment, or at higher levels of living of the worker; or the average a a 
region ? Although non-economic considerations indicate raising wages 
without reference to productivity, it is inadmissible to have wage rises 
without increase in production, lest inflationary tendencies develop. 


Still another practical limitation is in measuring the capacity to 
pay. Should the measure must be on an All-India, regional, industry or 
unit basis ? As the capacity varies among units, smaller ones may be 
compelled to pay beyond their capacity varies among units, smaller 
ones may be compelled to pay beyond their capacity, if the criteron of 
average capacity is applied. A fairer test would be to take the unit 
as the base. Where the capacity concept is brought in, it is tantamount 
to a revival of the wage fixed theory. 


The State has to intervene but the form of intervention—legisla- 
tion or compulsory adjudication—depends on the specific issues in dis- 
pute. Any attempt at regulation should bear in mind the future sup- 
ply of labour. There is, in fact, no single criterion for wage regulations. 


Three levels of wage negotiation may be distinguished according 
to the different criteria of regulation. At the national level cost of 
living becomes the major determinant; at the industries level wage 
differentials ; and at the individual unit level profits and productivity. 
But even these should not be blindly applied. Another form of inter- 
vention is through collective bargaining, which perhaps would be 
more desirable than legislation or arbitration. 


In the consideration of the wage problem, particularly its regula- 
tion, the organised sector has been in forefront. It is necessary to dis- 
criminate between the rational and irrational demands of the Trade 
Unions, and one way of so discriminating is to take into account the 
demands of mature and moderate Unions. 


Choice of Techniques in Consumers Goods Industries 
(Rapporteur—Pror. D. GHuosn) 
Group Discussion 


THE discussion evolved along the lines of the synopsis of the papers 
which had been prepared by the rapporteur. All the authors had con- 
sidered the issues involved in relation to our Five Year Plans. It was 
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the consensus of the group that in choosing technique both the major 
objectives of our plans, viz. increase of output and expansion of em- 
ployment should be kept in view. Though the subject for discussion was 
choice of techniques in consumers goods industry, it was agreed that 
some clarification of the relation between the techniques adopted by 
the capital goods and the consumers goods industries was needed. The 
employment of labour intensive technique in the latter may not be con- 
sistent with the use of capital intensive technique in the former. In 
this connection, distinction was drawn between capital goods industries 
progicing general capital goods or providing services and those pro- 
ducing specific capital goods. 


Since a surplus of production over consumption was a precondition 
to the growth of national output, it was felt necessary first, that the 
concept of surplus should be clearly defined and secondly that the rela- 
tive capacity of capital intensive technique to produce surplus 
should be examined. It was agreed that while a surplus of 
production over consumption im consumers’ goods industries 
was basic to investment for further growth, such was naturally 
aided by the creation of a surplus of production over con- 
sumption in the capital goods industry. In general, the feeling was 
that though the capital intensive technique applied to the production of 
consumer goods produced a relatively bigger surplus, that surplus had 
to be large enough to cover the dole that would have to be given to the 
workers who may be thrown out of employment as a result of that 
technique being used. Incidentally, it was though that it might not be 
wise to insist on an individual industry which adopted advanced tech- 
nique paying for the unemployed, were a socal charge which had to be 
met out of all the surpluses produced within the economy. 


The debate then turned to the question whether assuming that 
labour intensive technique in an industry proved less efficient than 
the capital intensive, it was the duty of the Government to subsidise 
the former in the interest of maintaining (or creating) employment. 
The answer to this question, it was felt, was in large part, a matter of 
a wider policy on which Economists qua Economists could not give the 
final verdict. It would depend upon an evaluation by the community of 
the relative urgencies of present and future consumption. However, 
economic analysis could still throw some light on the issue. Aided 
by technologists, Economists could find out the time lag involved in 
different techniques and use the appropriate rates of interests to judge 
there economic appropriateness in the context of our economy. 


The discussion proceeded, generally speaking, on the assumption 
of a fully integrated economy. Attention was, however, drawn to the 
fact that the Indian Economy was in reality made up of two parts, the 
urban and the rural. That factor price and productivity relations were 
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not the same in both. This would seem to justify the adoption of diff- 
erent techniques for consumers goods industry located in the two sec- 
tors. However, the point could not be pursued on account of short- 
age of time. 


Another issue which could not be examined by the group on ac- 
count of shortage of time was that of transition from small scale lab- 
our intensive to large scale capital intensive techniques. 


When the summaries were submitted to the open session by the 
rapporteurs lively discussion followed which occupied the best part 
of three open sessions. Even though, therefore, the Conference was 
spread over 6 instead of the usual 5 sessions all those who desired to 
speak could not be accommodated. All the sessions were well attended. 
The following persons took part in the discussions in the open sessions 
on the three subjects : 


1. Pricing Policy under the Second Five Year Plan: 


Laxmi Narain, B. Misra, P. S. Lokanathan, H. N. Pathak, B. P. 
Dutia, B. K. Madan, R. K. Hazari, V. V. Ramana, D. S. Savkar, S. K. 
Bose, Gyanchand, H. K. Paranjpe, P. Prasad, V. M. Dandekar, H. 
Ezekeil, T. P. Subramonian, Upadhya. 


2. Economic Principles underlying Fixation and Regulation of 
Wages : 


B. D. Sharma, Mrs. Dhar, B. Misra, S. G. Tiwari, M. V. Mathur, 
M. C. Munshi, Balchandra, R. K. Hazari, R. N. Sabarwal, D. C. Misra, 
S. G. Annegini, P. §. Lokanathan, V. B. Doshi, M. B. Desai. 


3. Choice of Techniques in Consumers Goods Industries : 


D. R. Khatkhate, H. Ezekeil, P. Prasad, G. B. Kulkarni, Chatterji, 
Boserup, J. C. Sandesara, V. M. Dandekar, H. N. Pathak, D. R. Gadgil, 
S. Misra, T. P. Subramonian, R. N. Lal, M. R. Shroff. 


4. Discussion on the Current Topic: Rephasing the Second Five 
Year Plan: 


The discussion was opened by Prof. D. R. Gadgil and the follow- 
ing participated in the discussion. 


S. Misra, M. V. Mathur, V. M. Dandekar, P. J. Thomas, H. N. 
Pathak. L. A. Natesan, P. S. Loknathan, B. Misra, A. M. Khusre, B. 
M. Bhatia. T. P. Subramonian, D. G. Karve, M. M. Prasad, R. N. 
Sabarval, V. V. Ramana, Sharma, H. Ezekei!l, R. K. Hazari, V. K. 
Pande, Nilima Misra, Laxmi Narain, S. K. Tiwari, D. R. Khatkhate. 
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Annual General Meeting : 


The Annual General meeting of the Association was held 
on 26 December at 2 pm. The report of the Hon. Secretary 
and Treasurer was presented and adopted. The report of the Editor, 
Indian Economic Journal, for the year 1956-57 was presented and ap- 
proved. The report of the Journal committee was presented and adopt- 
ed. The audited accounts for the two years ending 31 May 1956 and 
31 May, 1957 respectively were presented and adopted. The report 
of the Hindi Terminology Committee presented by Dr. Gyanchand was 
adopted on a motion by Prof. D. R. Gadgil and seconded by Dr. B. 
N. Ganguli, after recording the appreciation of the Association for 
the work done so far by the committee. 


It was decided to hold the next Annual Conference of the Associa- 
tion at Lucknow. The following three subjects were selected for dis- 
cussion at the next Conference. 


Credit Policy and Economic Development in India. 
Theory of Public Expenditure. 
Economic Organisation in relation to Planning. 


Dr. M. H. Gopal was unanimously elected as the president of 
the Indian Economic Association for the year 1958. Prof. N. V. Sovani 
was elected the Hon. Secretary and Treasurer and Dr. D. T. Lakdawala 
as the Editor of the Indian Economic Journal. Dr. Baljit Singh was 
elected the Hon. Local Secretary for the year 1958. The following were 
elected to the Executive Committee. 


1. Prof. B. R. Shenoy, (Ahmedabad) 
2. Dr. B. N. Ganguli, (Delhi), 

3. Prof. S. D. Bal, (Nagpur), 

4. Dr. Sadashiv Misra, (Cuttack), 
5. Prof. J. J. Anjaria, (Delhi), 

6. Dr. M. M. Mehta, (Bhopal), 

7. Dr. S. N. Sen, (Calcutta), 

8. Prin. P. C. Malhotra, (Bhopal), 
9. Dr. G. Ramakrishna Reddy, (Bangalore), 
0. Dr. R. L. Sabarwal, (Ludhiyana), 
1. Dr. D. T. Lakdawala, (Bombay), 
2. Dr. M. V. Mathur, (Jaipur). 


10. 
ll. 
] 


M. P. Chitale & Co. were appointed Hon. Auditors for 1957-58. 
Prof. D. G. Karve moved a vote of thanks to the Hon. Local Secretary, 
the Reception Committee, the authorities of the Nagpur University 
and those who helped in the organization of the Conference. This was 
‘assed with acclamation. Prof. Karve also moved a vote of thanks to 
the outgoing President which was acclaimed. 





NEWS 451 


Annual Report of the Indian Economic Association for the year 1957 


I have great pleasure in submitting an account of the working and pro- 
gress of the Indian Economic Association for its 39th year and the 
first year of my Secretaryship. 


The Indian Economic Journal, the most important activity of the 
Association, continued to make good progress under the new Editor, 
Dr. Lakdawala. A separate report on its working has been submitted 
by him. 


During the year, as recommended by the Executive Committee 
last year, the President appointed a committee consisting of Dr. S. K. 
Muranjan, (Chairman), Prof. D. G. Karve, Prof. M. L. Dantwala and 
Dr. D. T. Lakdawala, to review the Journal arrangements. The report 
of this committee is being published along with this report. 


During the year under report the ordinary membership of the 
Association has dropped from 540 to 482 while the number of life- 
members has increased from 37 to 39. The fall in ordinary member- 
ship is a serious matter and I invite the attention of the members to 
the following details with a view to get their suggestions and guidance. 
When I took over charge as Hon. Secretary on | January, 1957, 238 
members on the register of the Association at that time had not paid 
their membership dues. Reminders and petsonal letters were sent to 
all of them but only 115 of them renewed their membership. The re- 
maining 123 allowed their membership to lapse. Of these 123, ac- 
cording to the information available in the records of the Association, 

8 were professors, readers and lecturers in Universities and colleges 
teaching economics and about 20 were research officers or research 
workers in private or government institutions operating in the field 
of economics. The decline was partially made good by the enrolment 
of 65 new members during the year. This pattern is recurrent as can 
be seen from the available information in this regard for the (period 
that has elapsed of the) current year. Upto the | December 1957 out of 
the 482 members at the beginning of the year, only 282 members had 
paid their membership dues and 29 new members had been registered. 
Seven new life members had also been enrolled. It appears that there is 
a solid core of continuous membership of beween 300 and 350 and the 
rest is floting membership which fluctuates considerably and is aJso 
subject to considerable turnover from year to year. We must strive 
to increase the solid core of membership. Sending round of circulars, 
reminders, appeals, etc. has been continuously tried but we do not seem 
to be making much progress towards the modest goal of 1,000 members 
on a continuous basis. I shall be grateful for any suggestions that the 
members can make in this connection. I submit that a more active 
interest on the part of the members is necessary in this regard. 
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The Association would have been hard put to meet the expenses 
of the Journal but for a non-recurring grant of Rs. 5,000/- that it has 
been annually receiving for the last three years, from the Department 
of Economic Affairs, Ministry of Finance, Government of Indian. We 
are thankful for this grant and hope that it will be converted into an 
annual recurrent grant. 


The closing balance in the audited accounts for 1956-57 is un- 
duly inflated because of the inclusion in it of the unspent balance of 
the Government of India’s grant for the Refresher Course. This bal- 
ance of Rs. 16,918.75 was returned to the Government of India in 
June, 1957. 


Perhaps the most valuable assets of the Indian Economic Asso- 
ciation are embodied in the stock of the past numbers of the Indian 
Economic Journal. At my request the Editor has kindly agreed to put 
into his report every year the details regarding this stock. 


I take this opportunity of conveying my heartfelt thanks to the 
President, the Eexutive Committee and the members of the Association 
for their unfailing courtsey, co-operation and kindness. 


N. V. SOVANI, 
17-12-1957 Hon. Secretary and Treasurer 


Report of the working of the Indian Economic Journal, 1953-57 


Since the arrangements for the Indian Economic Journal are to be 
reviewed this year, I think it would be appropriate this year to have 
a stock-taking of the working and the progress of the Journal since it 
was first published in July, 1953. Accordingly, I have great plessure 
in submiting herewith an account of the working and progress of the 
Indian Economic Journal for the Years 1953-57. 


The Annual General Meeting of the Indian Economic Association 
held at Trivandrum in December 1952 decided that the Indain Econo- 
mic Association should start a quarterly journal of its own. The work 
of organising and editing the journal was entrusted to Prof. C. N. 
Vakil who was asked to select two other persons from among the 
members of the Association to help him in this work—one from Bom- 
bay and another from outside Bombay. Accordingly, Dr. R. Bala- 
krishna of Madras University and Dr. B. V. Krishnamurthy of the 
Bombay School of Economics were selected as co-editors. Dr. B. V. 
Krishnamurthy left the Bombay University in November, 1956; Dr. P. 
R. Brahmananda was appointed in his place. Prof. C. N. Vakil had to 
resign his editorship in December 1956 as his services had been lent 
to the, UNESCO by the Bombay University. I was appointed as Editor 
in his place. 
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The first issue of the Indian Economic Journal was published in 
July, 1953. With the publication of the April 1957 issue the Indian 
Economic Journal has completed four years of fruitful existence. Dur- 
ing this period 16 issues of the Indian Economic Journal containing 
in all nearly 1750 pages have been published. These contained 82 
articles, 12 of which were by foreign experts. 154 books have been 
reviewed in the course of these 4 years. The Journal has received 
wide recognition. Exchange advertisements have been arranged with 
15 journals—13 foreign and 2 Indian. The number of subscribers is 
however yet small. Only 165 subscribers, of which 82 are foreign 
subscribers, have been enrolled. The journal can claim some credit for 
the remarkable increase in membership during this period. In 1952-53 
we had 12 life members and 246 ordinary members ; by 1955-56, 37 
life-members has been enrolled and the number of ordinary members 
has grown up to 540. 


The financial position of the journal is a matter for some 
anxiety. The financial statements regarding the receipts and payments 
on Journal Account from 1953-54 to 1956-57 are given herewith. There 
is little scope for reducing the cost. With the rise in paper costs, the 
cost of printing and publishing the Journal is likely to go up. At pre- 
sent there is only one clerk attached to the Journal office. In order 
that the work of the Journal should be put on a satisfactory basis, it 
will be necessary to get the assistance of a part-time typist and a part- 
time peon. It would be very desirable to introduce the system of 
giving a small honorarium for each contribution accepted for publica- 
tion. The only way by which the heavy cost to the Association can 
be met or reduced is through a grant from Government, and through a 
rise in the number of members and subscribers. Sometime back the 
Association had laid down as its target the task of enrolling 1,000 
members and 500 subscribers. Considering the great interest in Econo- 
mics, this is a modest target but we are yet far from it. Intensive 
efforts are necessary in this direction, especially as last year there has 
been some sign of recession. The advertisements that we have suc- 
ceeded in obtaining for the Journal hitherto have been mostly from 
Bombay and Poona. Some efforts could be made to obtain increased 
advertisements from other regions, and income from this source could 
show a sizeable increase. 


It is regretted that during the last year owing to the heavy pres- 
sure of work at the press on account of the Centenary of the Bombay 
University and the influenza epidemic, the January and April issues 
were late and the Journal could not live upto its past reputation in this 
respect. This time-lag will soon be made up. The October issue was 
published in the second week of November, and it is hoped the January 
1958 issue will be in the hands of the members in January 1958. 


I append herewith a statement showing the stock position of 
the past issues of the Journal. It has been our custom to send the 
July issue of the Journal to all members and subscribers for the past 
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year in the hope that they would continue. A few additional com- 
plementary copies are also dispatched. Since there is a large floating 
element in both these categories, more copies of the July issues are 
distributed every year. 


Credit for the success of the Journal must largely go to my two 
colleagues Dr. Balkrishna and Dr. Brahmananda. We are highly thank- 
ful to the Secretary and the Managing Committee of the Indian Econo- 
mic Association from whom we have received the utmost consideration 
and co-operation. Our thanks are also due to Shri V. G. Moghe, 
Superintendent, Bombay University Press, for co-operation in the publi- 
cation of the Journal. Considerable credit must go to Mr. P. H. Shah 
whose diligence and enthusiasm have been responsible in no small mea- 
sure for the smooth functioning of the Indian Economic Journal. Our 
thanks are due to the large number of members and subscribers with- 
out whose active help it would not have been possible to run the 
Journal. 

D. T. LAKDAWALA, 
Editor. 


Receipts and Payments Accounts of the Indian 
Economic Journal. 


1953—54 
Rs. as. ps. Rs. as. ps. 
Subscriptions 2,205 10 0 Stationery and 
Advertisements 1,060 8 0 Printing 8,174 6 6 
Sale of Journal 484 4 0 Postage 1,006 2 0 
Salary 1.479 13 0 
3,750 6 O Miscellaneous 5 0 0 


Cost to the Indian 
Economic Asson. 1,914 15 6 


5,665 5 6 5,665 5 6 


1954—55 
Subscriptions 1,086 13 0 Stationery & 
Advertisements 485 8 0O Printing 9,550 11 8 
Sale of Journal 612 10 0 Postage 929 7 6 
a 1,590 0 0 
2,184 15 0 Miscellaneous 50 0 0 


Cost to the Indian 
Economic Asson. 9,935 3 9 








12,120 2 9 12,120 2 9 
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1955—56 
Rs. as. ps. Rs. as. ps. 
Subscriptions 1,603 1 0 Stationery and 
Advertisements 340 0 0 Printing 7,857 11 6 
Sale 178 14 0 Postage 1,438 13 6 
— Salary 2,470 0 
2,121 15 0O Miscellaneous 25 11 O 
Cost to the Indian Typewriter purchase 973 7 0 
Economic Asson. 10,144 83 9 
12,266 2 9 12,266 2 9 
1956—57 
Rs. nP. Rs. nP. 
Subseriptions 1,306 - 18 Stationery and 
Advertisements 100 - 00 Printing 7,568 + 11 
Sale 20 - 96 Postage 1,177 + 93 
— — Salary 2,835 + 50 
1,427 - 14 
Cost to the Indian 
Economic Asson. 10,154 + 40 
11,581 + 54 11,581 - 54 
Stock of the 1.E.J. on 30-5-57. 
Issue No. of Copies 
July, 1953 oo 
October, 1953 nae 
January, 1954 int? 
April, 1954 we 
July, 1954 oo 
October, 1954 we Be 
January, 1955 a 
‘ April, 1955 oo. (OE 
July, 1955 ved 6 
October, 1955 oii 3 
January, 1956 oo 
April, 1956 i 
July, 1956 oo 
October, 1956 ie 
January, 1957 a. ee 
April, 1957 a Oe 
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Stock of the Conference Volume. 


Year No. of Copies No. of Copies 
printed In stocks 
1953 650 17 
1954 am — 
1955 ” oon 
1956 - 149 


Report of the Journal Committee 


1. The Executive Committee of the Indian Economic Association 
had at its meeting held on 27th December 1956, at Cuttack requested 
the President of the Association for the next year to appoint a Com- 
mittee to review the arrangements for the publication of the Indian 
Economic Journal. Accordingly, the President appointed a Committee 
consisting of (1) Dr. S. K. Muranjan, (2) Prof. D. G. Karve, (3) Prof. 
M. L. Dantwala and (4) Dr. D. T. Lakdawala. A meeting of the 
Committee was held on 9th September, 1957, at 3 p.m. in Bombay. 
Dr. S. K. Muranjan was in the Chair. The following members were 
present :— 


1. Dr. S. K. Muranjan, 

2. Prof. D. G. Karve, 

3. Dr. D. T. Lakdawala, 

4. Prof. N. V. Sovani, (By invitation). 


The Committee reviewed that progress of the Indian Economic 
Journal for 1953-57, and expressed its appreciation of the progress 
made. In the opinion of the Committee, it was very desirable that the 
Journal should continue at the same place and be managed by thse 
same personnel, as far as possible. Professor C. N. Vakil’s absence 
from Bombay had, however, made one change in the arrangements 
originally contemplated inevitable. It was decided that Dr. D. T. 
Lakdawala should be asked be continue as the Editor of the Journal 
in his place. All the other arrangements were to continue to be the 
same as before. 


2. The Committee opined that the present practice of having a 
separate Conference Number was conducive to the maintenance of a 
uniformly high standard for the Journal. Since this, however, entailed 
a heavy expenditure, and the size of the Conference Number and the 
cost had been increasing, the Presidents should be requested to be 
more strict in future in the acceptance of the Conference Papers. 
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3. The Committee looked carefully into the budget of the Journal 
in particular, and the Association in general. It was felt that with the 
help of the Government of India’s grant of Rs. 5,000/-, it would not 
be difficult to finance both the normal activities of the Indian Econo- 
mic Association and the Journal on the present scale. In order that 
the scale of the activity could be expanded, the desirability of approach- 
ing the University Grants Commission for a suitable grant should be 
considered. 


4. The committee decided to ask the Editorial Board of ex- 
amine the feasibility of devoting every year one out of the four 
issues to a topic of special importance. 


Sd/- S. K. MURANJAN. 









INDIAN ECONOMIC 
Statement of Receipts & Payments 





RECEIPTS Rs. nP., | Rs. nP. 








Balance as on Ist June 1956 

















Cash in Hand wets pa 107 - 67 | 
In Current Account with the 
Central Bank of Inia Ltd., 
Bombay. 8,955 - 64 





In Current Account with the 
Bank of Baroda Ltd. Bombay | 16,918 - 75 
In Fixed Deposit with the Central 
Bank of India Ltd., Bombay...| 3,295 + 87 
In Fixed Deposit with the Bombay 
State Co-operative Bank Ltd., 
Bombay... ve asc | 1,486 + 12 















25,714 - 65 
Subscriptions, Including Bank 
Charges on Up-country Cheques 


From Life Members *.. vied 600 - 75 
From Ordinary Members ... ...| 5,610 . 06 


Journal Receipts, Including Bank 
Charges on Up-country Cheques 

















6,210 - 81 







Subscriptions pose po ...| 1,806 - 18 
Advertisements ine = aa 100 - 00 
Sales of Journal — aa — 20 - 96 









1,427 + 14 
Grant From Sir Dorabjee Tata 
Trust one le ove _ 500 + 00 









Interest... 126 - 
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88,978 - 















We have examined the above Statement of Receipts & Payments 
of the Indian Economic Association for the year ended 31st May, 1957 
(in which is incorporated the Recipts and Payments Account for the 
period from Ist June 1956 to 81st December 1956, audited by Messrs. 
Dalal & Shah, Chartered Accountants), with the Books and Vouchers 
of the Association and find the same to be in accordance therewith. 


14-10-57 M. P, Chitale & Co. 
Chartered Accountants 
















ASSOCIATION 
for the year ended 3ist May, 1957 





PAYMENTS Rs. nP. Rs. nP. 





Office Establishment 








Sa'aries we ees an ace 550 - 00 
Postage — _ ‘a oe 474 + 75 
Bank Charges 006 ia aes 124 - 65 
Printing & Stationery... sec 1,149 - 04 
Miscellaneous Expenses ... me 181 - 81 
2,480 - 25 
Journal Expenses 
Printing on ie ona | 7,568 - 11 
Postage eos oes ose oof 1,177 - 08 
Salary oa oF _ ae 2,885 - 50 
11,581 + 54 
Subscription-International Econo- 
mic Association 950 - 00 


Grant to Hindi Terminological 
Committee 500 - 00 
Balance as on 3ist 1957 May 


In Current Account with the Bank 
of Maharashtra Ltd., Poona-4 | 18,686 - 71 

In Fixed Deposit with the Central 
Bank of India Ltd., Bombay 8,361 - 75 

In Fixed Deposit with the Bombay 
State Co-operative Bank Ltd., 
Bombay 1,468 - 44 
——————--—| 18,516 - 90 


88,978 - 69 












































LIST OF MEMBERS OF THE INDIAN ECONOMIC ASSOCIATION 


Life Members 


Ansari, J. J., Ministry of Finance, Department of Economic Affairs, New Delhi. 

Buatt, M. D., Chairman, Central Board of Film Censors, 91, W: alkeshwar Road, 
Bombay 6. 

Bauatrt, P. R., Ramchandra Mansion, 481, Sandhurst Road, Bombay 

Das, K. C., Clo. Calcutta Insurance Ltd., ‘Calcutta Tnsurance Bldgs, a Chittaranjan 
‘Avenue, Calcutta 12. 

Das Gupta, A. K., Professor of Economics, Banaras Hindu University, Banaras 
(U.P.). 

Desa (Mrs.), Papma, R., Housing Society, Station Road, Navsari ard State). 

Desat, R. C., C.P.O., Box 20, United Nations, New York 17, N.Y.(U.S.A 

Dey, H. L.., ‘21, Guriahat Road, Ground Floor, Calcutta, 19. 

D’Souza, V. L., 10-A, Haudini Road, Bangalore I. 

Gapet., D. R., Director, Gokhale Institute of Politics and Economics, Poona 4. 

Gancoutt, B. N., Delhi School of Economics, University of Delhi, Delhi 8. 

Gunisnastrai, P. V., Asst, Secretary, Tariff Commission, Central Government 
Offices Bldg. Queen’s Road, Bombay I. 

Horrman, L. A., The Ohio State University, Columbus, 10, Ohio (U.S.A.). 

Karve, D. G., 899/1, Shivajinagar, Poona 4. 

Kuavutavu, D. M., Laxmi Building, Ballard Estate, Bombay 1. 

Ku.Lxarn1, G. B., Economic and Statistical Research Department, Central Office, 
Post Box No. 12, State Bank of India, Bombay 1. 

Lakpawa La, D. T., Professor of Economics, Department of Economics, University 
of Bombay, Bombay 1 

Law, N. N., 96, Amherst Street, Calcutta 9. 

Mauesu CHAND, Reaier in Economics, Lucknow University, Ismail Bldg., Univer- 
sity Rd., Lucknow. 

Master, M. A., Director, Devkaran Nanjee Bank Co. Ltd., “Raj Mahal”, Juhu, 
Bombay 23. 

Maruor, G., Sr. University Lecturer, Department of Economics, Punjab University, 
Hoshiarpur. 

Maraal, Jonn., Tata Sons., Bombay House, Bombay. 

Menara, C. B., 52, Ridge Road, Malabar Hill, Bombay 6. 

NapDKAaRNI, M. S., B. 19-120 Ganesh Prasad, Sleater Road, Grant Road,Bombay 7. 

Narvekar, P. R., International Monetary Fund, 1818 H. Street, Washington 25, 
D. C.(U.S.A.) 

Pavia, C. M., Planning Commission, Rashtrapati Bhavan, New Delhi. 

— S. A., International Monetary Fund, 1818 H. Street, Washington 25, 

. C.(ULS.A,) 

Parrku, C. B., 6, Carmichael] Road, Bombay 26. 

Partet, I. G., Dy. Economic Adviser, Ministry of Finance, Government of India, 
New Delhi. 

Paymaster, K. R., Secretary, Association of Indian Trade and Industry, 70-C, 
Gowalia Tank Road, Bombay 26. 

Rao, V. K. R. V., Vice-Chancellor, University of Delhi, Delhi 8. 

Ruta, M. R., Imperial Bank Building, Bank Street, Fort, Bombay. 

Sararya, R. G., Navsari Chambers, Outram Road, Bombay. 1. 

Surorr, J. R., “* Ram Manor’, Nepean Sea Road, Malabar Hill, Bombay. 

Smua, S. L. N., Dept. of Research and Statistics, Reserve Bank of India, Bombay 1. 

Sovanl!, N. V., 389-A, Sadashiv Peth, Poona 2. 

TANNAN, M. L., The Cliff, Carmichael Road, Bombay. 

Tutstpas KILACHAND, 45-47, Apollo Street, "Bombay 1. 

VaxiL, C. N. , Director, UNESCO Research Centre, Post Box No. 242, Calcutta. 


New Life Members 


Natu, W. R., Chairman, Forward Markets Commission, “Everest” 100, 
Marine Drive, Bombay 2. 

MuRANJAN, (Dr.) S. K., Member, Tariff Commission, Government of India, 10, 
Queen’s Road, Bombay 1. 


Acnarya, (Mrs.) Prof. Hemarata, H. P. T. College, Nasik. 








462 THE INDIAN ECONOMIC JOURNAL 


Panpit, Ramu, Department of Economics, University of Southern California, 
Los Angeles 7, California, (U.S.A.). 

Guosn, (Prof.) D., C-I1/62 Moti Bagh, Delhi. 

Kanunoo, Kissen, Delhi School of Economics, Delhi 8. 

P. V. PATWARDHAN, 38/4, Erandawna, Poona 4. 


MEMBERS { 
DELarI 


Amin, R. K., C/o National Council of Applied Economic Research, Bombay 
Mutual Building, Ground Floor, Parliament Street, New Delhi 1. 
Aqutt, M., Professor of Economics, Jamia Millia, P.O. Jamianagar, New Delhi. 
Buareoava, B. L., 11, The Mall, Delhi. 
Buat14, . (Prof.), B. M. Head of Economics Department, Hindu College, Delhi. 
Buran, D. H., 189 E, Kalka Ji, Delhi. 
Cuacko, K. C., "Consulate General of India, New York, C/o Ministry of External 
Affairs, Government of India, New Delhi. 
7. CHaupmari, NaALIni RaNJan, Sita Bhavan, Ist Floor, Devnagar, Original 
Road, Delhi 5. 
8. Dar, (Mrs.) Usna, Lecturer in Economic Administration, Delhi School of Eco- 
nomics, University of Delhi, Delhi 8. 
9. Das, N. K., 8, Doctor’s Lane, New Delhi. 
10. Duavan, R. K., 19, Beadon Park, Karol Bagh, New Delhi 5. 
11. Guosna, A. B., 47, Babar Road, New Delhi. 
12. Gupta (Mrs.) Garo, C/o Shri S. C. Gupta, Delhi School of Economics, Delhi 8. 
18. Gupta, (Dr.) Moritat, Senior Research Officer, Labour and Employment 
Division, Planning Commission, 25, Akbar Road, New Delhi. 
14. Gupta, (Miss) Suasui, Lecturer in Economics, Lady Shri Ram College, 24, 
Daryagunj, Delhi. 
15. Gyan Cuanp (Dr.), “ Nyara ’’ 5/4 B, Roop Nagar, Delhi 6. 
16. Honawar, (Dr.) R. M., Economic Division, Ministry of Finance, 15, P-Block, 
New Delhi. 
17. Jonni, C. K., eet in Economics, Ramjas College, Delhi 8. 
18. Kavusro, A. Delhi School of Economics, University of Delhi, Delhi 8. 
19. KUNDANLAL, ab as, East Patel Nagar, New Delhi, 2. 
20. LOKANATHAN, P. S., Director-General, National Council of —— Economic 
Research, 48/48, Chanakyapuri, my of Marg, New Delhi 
21. Manesnwary, S., 2064, Gali Phool (inside Cali Paratha) “Chandni Chowk, 
Delhi 6. 
22. Mazumpar, D. L., (1.c.s.), Secretary, Dept. of Company Law Administration, 
Ministry of Commerce and Industry, Reserve Bank Building, Parliament Street, 
New Delhi. 
23. Mrrra, AsHox, National Council of Applied Economic Research, 48/48, Kau- 
tilya Marg, Chanakyapuri, New Delhi 2. 
24. Muxkuersee, M., Centfal Statistical Organization, ‘B’ Barrack, Queensway, 
New Delhi. 
25. Muxkuersi, Prem Das, Research Officer, Planning Com mission, 15/309, Lod 
Colony, New Delhi. 
26. Narsu, B. V., C/o Industrial Finance Corporation of India Reserve Bank Build- 
ing, 6, Parliament Street, New Delhi 6. 
27. Nartesan, L, A., Economic Adviser, Ministry of Railways, Railway Board, 
New Delhi. 
28. Nayak, R. G., 12/56, Original Road, Karolbag, New Delhi. 
29. Om Praxkasu, Research Officer, Programme Evaluation Organisation, Planning 
Commission, 59, M Block, New Delhi. 
30. Pat, B. N., C/o Ramnath D, 3/55 Tubbia College, New Delhi. 
81. Parit, R. K., Research Officer, Office of the Economic Adviser to the Ministry 
of Commerce and Industry, 525, Udyogabhawan, New Delhi. 
82. Popuvat, R. N., Deputy Economic Adviser, Directorate of Economics and 
Statistics, Ministry of Food and Agriculture, New Delhi. 
83. Prasap, Devaki NANDAN, 24, Fire Brigade Lane, New Delhi 1. 
34. Puri, Vipya Sacar, 15, Panch Kuin Road, New Delhi. 
85. Ras Buaanparl, S. K., Department of Business Administration, Delhi School of 
Economics, University of Delhi, Delhi 8. 


— 
. 


Farr ep 


























se 3 8 


40. 


41. 


& 


sae f 





LIST OF MEMBERS 468 


Raauav Rao, (Dr.) G., Research Programmes Committee, Planning Commis- 
sion, New Delhi. 

Rao, Y. S., Economic Investigator, Ministry of Finance, Department of Econo- 
mic Affairs, *P’” Block, New Delhi. 

Ray, N. C., Senior Lecturer in Commerce, Delhi Polytechnic, Delhi 6. 
Raycuaupauri, G. S., Ramjas College, University of Delhi, University En- 
clave, Delhi 8. 

Saunt, I. M., 91, Pandara Road Flats, New Delhi. 

SEMMERLING, (Miss) HELEN, Public Affairs Officer, U.S. Information Service, 
54, Janpath, New Delhi. 

Sen, (Dr.) S. R., Economic and Statistical Adviser, Directorate of Economies 
and Statistics, Ministry of Food and Agriculture, Government of India, New 
Delhi. 

Suag, (Dr.) S. M., Senior Research Officer, Research Programmes Committee, 
Planning Commission, 199, Jamnagar House, Mansing Road, New Delhi. 
Saarma, (Dr.) B. D., C(2), F/21, Lodi Colony, New Delhi. 

Stncu, Batwant, 46/38, East Patel Nagar, New Delhi 12. 

Sinecu, Prrram, C/o The National Council of Applied Economics Research, 
Bombay Mutual Building, Parliament Street, New Delhi. 

Sopu1, Ram Lusuaya, Economic Investigator, Grade I, Planning Commission, 
24G/6-A, Rajousi Garden, — Garh, Road, New Delhi 15. 

UPADHYAYA, (Dr.) P. K., 203, Udyoga Bhavan, Planning Commission, New 
Delhi. 


BomMBAY 


Acuarya, (Dr.) InNpRaDEO, Economic Co-ordination Department Standard 
Vacuum Oil Co. Ltd., Churchgate, oar ma fy 

Apuvaryu, J.H., Professor of Economics, J. & J. College, Nadiad, (Dist. Kaira). 
AMBEGAONKAR, (Miss) NALINI, Research Officer, Reserve Bank of Inida, 
Bombay 1. 

Apte, S. G., Project Evaluation Officer, Community Projects, Kolhapur. 
ABHYANKAR, G. L., (Prof.), 21, New Sharda Mandir Society, Ahmedabad 7. 
mate (Prof.) S. D., Reader in Economies, Post Office Lane,. Khare Town, 
Nagpur. 

Barmepa, J. N., ‘A’-Chokshi Building, Gamdevi Road, Bombay 7. 
BuHAMBURKAR, S. G., Management Consultant and Industrial Economist, 1187/6, 
Shivaji Nagar, Poona 5. 

Buanace, B. S., College of Commerce, Kolhapur. 

Buat, A. R., Mirajkar Block 4, 256, Sadashiv Peth, Poona 2. 

Buatrt, (Dr.), H. C., 10, Chitra, West Avenue, Santa Cruz (West), Bombay 23. 
Burr, BALKRISHNA SAKHARAM, (Dr.), Professor of Commerce, Sydenham College 
of Commerce and Economics, Churchgate Reclamation, Bombay 1. 

Buty, M. R., Shradhanand Peth, Nagpur. 

Buty, R. R. Shradhanand Peth, Nagpur. 

Bury, V. R., Shradhanand Peth, Nagpur. 

CasraL, L., C/o A. E. Cabral, 8, Rose Lands, Convent Ave., Bombay 238. 
CaBrRAL, L. (Mrs.), C/o A. E. Cabral, 8, Rose Lands, Convent Ave., Bombay 23. 
CHANDAVARKAR, A. G., Deputy Director of Monetary Research, Reserve Bank 
of India, Bombay 1. 

CHATTERJEE, D., Block No. 2, Plot No. 221, Sir Bhalachandra Road, Matunga, 
Bombay 19. 

Cuoxsut, H. P., Lecturer in Economies, Faculty of Arts, M. S. University of 
Baroda, Baroda. 

DaBHo.kar, (Prof.), D. A., Bombay College, Bombay 28. 

Dame, M. R., Research Officer, Department of Research and Statistics, 
Reserve Bank of India, Bombay 1. 

Dataya, (Mrs.) C. K., “ Krishna Kuti ” 389, Kings Circle, Bombay 19. 
DANDEKAR, (Prof.) V. M. Gokhale, Institute of Politics and Economies, Poona 4. 
Dantwa.a, (Prof. M. L., Department of Economics, University of Bombay, 
Bombay 1. 

Deexsair, (Prof.) G. R., Sydenham, College of Commerce, Bombay. 

Deoras, D. R., Officer in Charge, Bureau of Economics and Statistics, Govern- 
ment of Bombay, Regional Office, Nagpur. 





THE INDIAN ECONOMIC JOURNAL 


Desat, A. N., Professor of Economics, Sir K. G. College, of Commerce Athava 
Lanes, Surat. 

Desat, M. B., Professor of Agri. Economics, Department of Economics, Univer- 
sity of Bombay, Bombay 1. 

Desat, S. V., Principal, Commerce College, Ahmedabad 9. 

Desumuxu, (Miss) K. B., Dr. Deshmukh’s Chawl, Temple Bazar Road, Sita- 
buldi, Nagpur. 

DEsHPANDE, (Prof.) S. A., S.B. City College, Nagpur. 

Duotakia, J. L., Professor of Economics, 16, Saradar Nagar Ellis Bridge, 
Ahmedabad 6. 


. Daonepr, Exnata RaMCHANDRAN, Sydenham College of Commerce and 


Economics, Bombay 1. 

Doopnaa, Kearsi, D., P/30, Cusrow Bag, Fort, Bomyay 1. 

Dutta, (Dr.) B. P., Dy. Economie Advisor, Ministry of Food & Agriculture, 
Govt. of India, New Delhi. 

Ezextc., (Dr.) Hannan, Lecturer in Economics,~University of Bombay, 
Bombay 1. 

Ezextk., (Mrs.) Ivy, M., The Retreat, Bellasis Road, Byculla, Bombay 8. 
Fonseca, (Prof.) ALoystus (s.J.), Social Institute, Poona 1. 

Ganott, M. V., Gokhale Institute of Politics and Economics, Poona 4. 
GaITONDE, P. R. Lecturer in Economies, K. C. College, Churchgate, Bombay 1 
GAVASKAR, (Prof.), Kasuinata Manonar H. P. T. College, Nasik. 

Guare, S. G., Humpyard Road, Dhontoli, Nagpur. - 
GHONASGI, B. D., Sydenham College of Commerce and Economics, Churchgate, 
Bombay 1. 

GoxKHALeg, (Prof.) R. M., 476, Sadashiv Peth, Poona 2. 

Gore, S. D., Lecturer, Vidarbha Mahavidyalaya, Amaravati. 

Hassv, R.K., Assistant Collector, of Customs, New Customs House, Bombay 1. 
Hazarl, (Prof.) R. K., St. Xavier’s College, Crucikshank Road, Bombay 1. 
Ha.urKeat, R. K., Gokhale Institute of Politics and Economics, Poona 4. 
Janacirepar, R. A., C/o Industrial Credit and Investment Corporation of India 
Ltd., Union Bank Building, Apollo Street, Bombay 1. 

JaTuar, (Prin.) G. B., Servindia Road, Poona 4. 

JaTuar, K. G. (m.a., Cantab. prp.p.a. Lond.), 826 Shivajinagar, Poona 4. 
Josat, A; S., Lecturer in Economics, Advocate Jatkar’s Bungalow, Civil Lines, 
Yeotmal (Berar). 

Josui, L. G., V. M. V. College, Amravati. 

Josui, (Miss) S. S., Gokhale Institute of Politics and Economics, ens: 4. 
Josut, (Prin.) T. M., Brihan Maharashtra College of Commerce, Poona 4. 
KALE, S. S., Karia Building, near Railway Station, Bombay 40. 

Kate, S. S., 917/25, Servindia Road, Poona 4. 

Kamat, G. S., 194-A, Shingadiwar’s House, Shankar Nagar, Dharampeth, 


N ur. 

TS (Prof.) Kart Witi1aM, Kamte’s House, Ganeshkhind, Poona 7. 

Kapp, (Mrs.) Lore, L., Kamte’s House, Ganeshkhind, Poona 7. 

Ke.xakr, S. M., Gokhale Institute of Politics and Economcis, Poona 4. 
Kuerkar, M. H., Lecturer in Economics, Amolakchand Mahavidyalaya, 
Yeotmal. 


.. Kaupanpor, G. J., Gokhale Institute of Politics and Economics, Poona 4. 


Koraartxar, (Prof.) V.Y., Faculty of Commerce, University of Baroda, Baroda 
Krisana, K., Aviation Section, Weather Office, Poona 5. 

KuLKARNI, D. P., Jambul Galli, Borivli, Bombay. 

KuLKeErnl, K. P., Gokhale Institute of Politics and Economics, Poona 4. 
LrayeE, (Prof.) M. D., Room No. 4, First floor, Bedekar Building No. 7 
Mogal Lane, Mahim, Bombay 16. 

Loxre, Suarinivas, L., C/o Shri L. H. Lokre, 297, East Central Road, Dhantoli, 
Nagpur. 

Lorue, A. N., Lecturer in Economics, Vidharbha Mahavidyalaya, Amravati. 
Lorwa.a, R. B., R. L. Trust Library, Arya Bhuvan, Sandhurst Road, 
Bombay 4. 

Kocexar, (Prin.) S. V., FergussonCollege, Poona 4. 

MaDawn, (Dr. B. K.), Principle Adviser, Reserve Bank of India, Bombay 1. 
Managsan, Y. S., M. J. College, Jalgaon. 

MALKANTI, H. C., 8, University Flats, Camp Road, Baroda Residency, Baroda. 
Martuews, V. T., 63, Dr. Ambedkar Road, Pali Hill, Bandra, Bombay 20. 





LIST OF MEMBERS 


Martuor, P. N., Gokhale Institute of Politics and Economics, Poona 4. 

MAVLANKAR, (Prof.) N. A., Fergusson College, Poona 4. 

Menora, P. B., Flat GI-A, P/4, C.1.T. Road, P. S. Entally, Culcutta 

Menara, (Dr.) Freprr, A., 580, Jame-Jamshed Road, Matunga, Bombay 19. 

MEnatTA, SHANTILAL, B., Solanki Nivas, College Road, Junagadh (Saurashtra) 

MERCHANT, K. T., 16-B, Zaver Mahal, 66, Marine Drive, Bombay. 

Mu tta, G. R., Gokhale Institute of Politics and Economics, Poona 4. 

MunJE, (Prof.) B. H., Mukund Raj Road, C. No. 7, Nagpur 2. 

NADKARNTI, A. S., Vasant Villa, Prabhat Road, Poona 4. 

Nark, N. B., Lecturer in Economics, Gujarat College, Ahmedabad 6. 

Namsiar, N. K., 16, National Hindu Hotel, Frere Road, Bombay. 

Namgosul, D. S., Gujarat College, Ahmedabad 6. 

Namosui, M. V., Gokhale Institute of Politics and Economics, Poona 4. 

Nayak, P. C., Assistant Collector, Poona. 

Oza, KALYANRAY Prac, C/o P. M. Kavadia, 59, Goa Street, 4th floor, Room 

No. 5, Bombay 1. 

PALANADE, M. R. ,Sunny Side, Gymkhana Road, Matunga, Bombay 19. 

PanpeE, V. K., Peoples College, Nanded. 

Panorr, (Mrs.) D. P., 2124, Vimal Nivas, Takhetshwar Plot, Bhavnagar. 

PanoiT, (Mrs.) NALIn1, Bambuli Nivas, Lady Jamshedji Road, Mahim, Bom- 

bay, 16. 

PANDURANGA, H. R., Accountant, Standard Batteries Ltd., Vakola, Santacruz, 

Bombay 25. 

. Paransape, H. K., Sydenham College of Commerce and Economics, Church- 
gate, Bombay 1. 

Parka, G. D., 446, Sion Road, Bombay 19. 

Patuak, (Prof.) H. N., University School of Social Sciences, Gujarat Univers- 

ity, Ahmedabad. 

PATWARDHAN, (Prof.) P. J., G. 5. College of Commerce, Wardha. 

PATWARDHAN, (Mrs.) RAJANI PARASHURAM, 38/4, Erandawana, Poona 4. 

PATWARDHAN, V. S., Gokhale Institute of Politics and Economics, Poona 4. 

PENDsE, R. G., Regional Officer, National Sample Survey , 435, Narayan 

Peth, Poona 2. 

Perue, (Dr.) V. P., Gokhale Institute of Politics and Economics, Poona 4. 

PHapke, J. K., Jain Society, Navsari. 

Pimprikar, M. T., G. S. College of Science and Arts, Khamgaon. 

PrmparKar, G. P., Bage’s House, Post Office Road, Dharmpeth, Nagpur. 

Pirre, P. N., Assistant Lecturer in Economics, Sydenham College of Com- 

merce and Economics, Churchgate, ‘B’ Road, Bombay 1. 

Pore, S..H., Gokhale Institute of Politics and Economics, Poona 4. 

PuneEkKar, (Dr.) S. D., Tata Institute of Social Sciences, Devnar, Chembur, 

Bombay 38. 

PuneEKar, (Mrs.) S. D., C/o Dr. S. D. Punekar, Tata Institute of Social Sciences, 

Devnar, Chembur, Bombay 38. 

Puranik, S. G. (Prin.), H. P. T. College, Nasik. 

Rareikar, B. R., C/3, Government Servants Quarters, Morbag Road, Naigam, 

Bombay 14. 

Rayan, S. V., Editor, “* Commerce ” Royla Insurance Building, Veer Nariman 

Road, Bombay. 

RAMKRISHNANA, T. J., Reader in Business Management, Department of 

Economics, University fo Bombay, Bombay. 

Rao, P. A. Braskara, Senior Research Assistant, Forward Market Com- 

mission, 100, Marine Drive, Bombay 2. 

Rath, N., Gokhale Institute of Politics and Economics, Poona 4. 

Sanpesara, J. C., Bombay Survey, Department of Economics, University of 

Bombay, Bombay 1. 

SANMARTI, (Rev.), J. (8.J.), Vice-Principal, St. Xavier’s College, Cruickshank 

Road, Bombay 1. 

Sapre, S. G., Gokhale Institute of Politics and Economics, Poona 4. 

Savakar, D. S., Department of Research and Statistics, Reserve Bank of 

India, Bombay 1. 

Sen, A. K., Bank of Baroda Ltd., Bombay 1. 

Sau, P. M., Editor, ‘* The Indian Exporter and Importer ” 12, Fort Chamber, 

Hamam Street, Bombay 1. 

Surropkar, S. L., Professor of Economics, G. K. Gokhale College, Kolhapur 

Suux 1a, D. K., Tulsibhai’ s Chawl, Room No. 17, Salatwada, Baroda. 








466 


127. 
128. 
129. 


130. 


181. . 


132. 
133. 


134. 
135. 
136. 
137. 
138. 


139. 
140. 
141. 
142. 
143. 
144. 
145. 


146. 


147. 


PRP PP PP 


—__ oe 
, FF 


ms 
9 fos 





THE INDIAN ECONOMIC JOURNAL 


SuxuiKar, W. B., Sangam Chawl, Sitabuldi, Nagpur. 

Sunpara Ragan, V., (Dr.), Kanu Kunj, Sayajiganj, Baroda. 

SunparaM, J. D., All India Khadi and Village Industries Board, ‘* Mistry 
Court,’’ Churchgate, Bombay 1. 

Surve, G. C., 27, People’s Own Housing Building Colony, Goregaon (West), 
Bombay (B.S.D.). 

Deexsait, (Prof.) G. R., Sydenham College of Commerce, Bombay. 
THORNER, DANIEL, Sham Niwas Block No. 8, Flat 55, Bombay 26. 

Vaipya, G. D. Parmer Building, Paranjape ‘B’ Sheme, Hanuman Road, 
Vile Parle. (East). Bombay 24. 

VANKuDRE, (Prof.) S. D., Rajrampuri, ‘ Chandra Niwas ’ 2nd Lane, Kolhapur. 
VartTiKar, V. S., Prin., B. Y. K. Commerce College, Nasik. 

Vasavaba, (Prof.) K. V., D. K. V. College, Jamnagar. 

VENKATARAMAN, (Dr.) K. S., Leela Sadan, Siddhanath Road, Baroda. 

ZINKIN, Maurice, Planning Manager, Lever Brothers India (Private) Ltd., 
P.O. Box No. 409, Bombay 1. 

Trivent, H. K., 1073, Savli’s Pole, Raikhed, Ahmedabad. 

Toxsui, M. R., Principal, G. S. College of Commerce and Economics, Nagpur. 
Vaswanl, (Prof.) S. P., H. L. College of Commerce, Ahmedabad 9. 

Vaipya Murari J., Industrial Estate, Lalbaug, Bombay 12. 

Suastri, R. V., “* Krishna Bag,’’ Maninagar, Ahmedabad 8. 

Laup, (Dr.) D. R., 14, Tribhuvan Road, Top Floor, Bombay 14. 

Pariku, A. C., C/o Mr. K. K. Dagli, 259 Government Quarters, Santacruz, 
Bombay 25. 

SHaun, PrRaBopHA JASWANTALAL, Assistant Professor., H. L. College of Com- 
merce, Navarangapura, Ahmedabad 9. 

Desal, (Prof.) R. N., M. N. College, Visnagar. 


PUNJAB 


Bagspal, R. G., R. College, Kapurthala. 

Cuopra, R. N., Professor of Economics, D. A. V. College, Jullundur City. 

Darra, Krisuna, Principal, University College of Commerce, Jullundur. 

Ma.aorra, B. N., 509, R Model Town, Jullundur. 

Mann, (Mrs.) H. S., Gul Mohur, Civil Lines, Sheepshank Road, Ludhiana. 

Maya Ram, K. N., Government College, Gyanpur. 

Premi, RAMLOBHAYA, 2229/3, Kucha, Kamuan Bagh, Jallianwalla, Amritsar. 

SABARWAL, (Dr.) R. L. Department of Eocnomics, Government College, 
Ludhiana. 

Suara, (Major) J., Pathak House, Patiala. 

Sincu, Jacrar, C/o Professor Krishna Datta, Principal University College of 
Commerce, Jullundur. 

Upapuyaya, K. D., Department of Economics, D.S.B. College, Nainital. 

Yoo Prakasa, 477, Model Town, Jullundur City. 

Mapuoss, (Prof.) S. K. R. E. I. Degree College, Dayalbagh. 


OrIssa 


Das, Araxsuit, Village Remja, P.O. Brajrajnagar, Dist. Sambalpur. 

MaHapaTtrRa, NARAYAN, G. M. College, Sambalpur. 

Misra, BarpyANatH, Lecturer in Economics, Ravenshaw College, Cuttack 3. 

Misra, D. C., Reader in Economics, Ravenshaw College, Cuttack 3. 

Misra, Harkrisana, Lecturer, Ravenshaw College, Cuttack 1. 

Misra, J. K., Administrative Officer Cum-Under Secretary, Finance Depart- 
ment, Orissa Secretariat, Cuttack. 

Misra, (Miss) Nitma, C/o S. N. Misra, Hon. Personal Secretary to the Chief 
Minister, Cuttack 2. 

Misra, SADAsuiv, Professor of Economics, Ravenshaw College, Cuttack 8. 

Misra, SHAM SUNDER, Member, Servants of India Society, Cuttack. 

Mop1, Kariasu Prasap, Harhari Ghat, Cuttack 2. 

Murti, A. S. N., Land-owner and Publicist, Sarvodaya Bhavan, Chtrapur. 

PaTNalk, (Prof. )R. C., Lecturer in Economics, M. P. C. College, P. O. Baripada, 
Dist. Mayurbhanj. 

Ramayya, S. V., Lecturer in Economics, S. K. G. C. College, Parlakimedi. 

Rastoci, Tes Pat, Head of the Department of Economics, Maharaja College, 
Chattarpur. 




















15. 


17. 


LIST OF MEMBERS 467 


Sen, Asrr Kumar, Lecturer in Economics, Ravenshaw College, Cuttack 8. 

Jena, D. D., Lecturer in Economics, Government College, Sambalpur. 

Misra (Dr.) BipyapHar, Reader in Rural Economics, Department of Rural 
Economics and Sociology, University of Utkal, Cuttack. 


Mysore 


am, (Prof.) N. R., Lecturer in Economics, Basawaeshwar College, Bagal- 

ot. 

Borkar, V. V., Karnatak University, Dharwar. 

Bala CHowDIAH, Lecturer in Agircultural in Economics, Agricultural College, 
Hebbal, Bangalore 6. 

DHEKNEY, B. R., Professor’s Quarters, Karnatak Collegc, Dharwar. 

GANAPATHY Rao, M. R., 249, Sri Rama Street, Hale Agraharam, Mysore. 

Hucuappa, (Dr.) G. T., Department of Economics, University of Mysore, 
Maharajah College, Mysore. 

Kuer, S. P., All India Radio, Dharwar. 

MENSINKAI, S. S., Primrose Villa ““A’’ Block O.P., G.P.O., Dharwar. 

Musnat, M. C., Indian Institute of Science, Bangalore 8. 

PatiL, (Dr.) N. P., Professor of Agri. Economics, College of Agriculture, Dhar- 
war. 

PuTTaswaMAIAH, K., Post-Kondaji, Turuvekeri Taluk Via Tiptur. 

Rao, G. ANANTH, Laxmi Sadan, Kadri, Mangalore 3. 

Reppy, RaMaAkrIsHNA, G., Principal, College of Commerce, B: re 1. 

SUBBA Rao, B. R., Professor of Commerce, University of Mysore, P.O. Malle- 
shwaram, Bangalore 3. 


MADRAS 


AxsakrI, S. F. H., 27, Linghi Chetty Street, G. T., Madras. 

BALAKRISHANA, R., Professor of Economics, University of Madras, Madras 5. 
GanaPaTHi, (Prof.) V., 75, Kothavalchavadi Street, Saidapet, Madras 15. 
GanapaTHy Rao, M. R., Ramanuja Sadan, Room No. 21, Nallathambi, Mudali 
Street, Triplicane, Madras 5. 

Gopat, (Prof.) M. H., University of Madras, Madras 5. 

Gora, (Mrs.), C/o Dr. M. H. Gopal, University of Madras, University Build- 
ings, Chepauk, Madras 5. 

LakKsHMI, M. G., 2-D, Btahadanmal Road, Nunjambakkam, Madras 6. 
NaMBupDkRIPaD, (Dr.) K. N. S., Professor of Economics, A. M. Jain College, 
Meenambakkam, Madras 27. 

NARAYANAN, R., 15, Aryapuram, Kodambakkam, Madras 24. 
PARTHASARATHY, T. R., C/o Madura Mills Co., Ltd., Tuticorin. 

RaGuHavan, T. M. M., Research Scholar, Ford Foundation Economics Depart- 
ment, Madras University, Madras. 

RANGARAJAN, C., 60/26, A, Edward Elliot Road, Mylapore, Madras 4. 

Rao, K. VeERA, Economics Department, Mrs, A. V. N. College, Visakhapat- 
nam 1. 

Rao, T. RAMACHANDRA, 80, Mowbray’s Road, “ Mithaila ” Madras 18. 

Stncu, Bricut D., Lecturer in Economics, University of Madras, Madras 5. 
Soosal, (Rev.) K. A., Principal, St. Xavier’s College, Palayamkottai (Madras). 
SonaACHALAM, K.S., Deputy Director, Economic Survey of Madras, Room No. 7, 
University Buildings, Madras 5. 

SRINIVASAN, M., Lecturer in Agri. Economics, Agricultural College, P. O. Law- 
ley Road, Coimbatore. 

SRINIVASAN, S., Plot No. 7, Trustpakkam, St. Mary’s Road, Raja Annamalai- 
puram, Madras 28. 

SUBRAHMANIAN, K. R., 16, Krishna Rao Tank, West Street, Madurai (South 
India). 

SUBRAMONIAN, T. P., Senior Lecturer in Economics, Department of Economics, 
University of Madras, Madras 5. 

SunpDarRaM, (Prof.) V. S.,, Head of theDepartment of Economics, Sir Theagaraya 
College, University of Madras, Madras 21. 

VASUDEVAN, K., No. 5, Fourth Street, Gopalapuram, Madras 6. 

Zacnarias, C. W. B., Reader in Economics, University of Madras, Madras 5. 
MANICKAM, PL., Department of Economics, Annamalai University, Annamalai- 


nagar. 
KrisanamMacuarli, T. T. Mgdras. 










































we 


PLEPR PKS 


_— = 
2h 


—_ 
od 


2. 


o 


18. 
19. 


THE INDIAN ECONOMIC JOURNAL 


Mapuya PRADESH 


Causey, K. P., Opp. Intermediate College, Ginnori, Bhopal. 

Jatn, Kariasa Prasap, Lecturer in Economics, Narsing Mahavidyalaya, 
Narsinghpur. 

Kaan, SHaxoor, Narasingh Mahavidyalaya, Narasinghpur. 

Kaanna, R. S., (1.4.8.), Assistant Commissioner, Seoni. 

Ma.zortara, P. C., Principal, Government Hamidia College, Bhopal. 

Menta, (Dr.) M.M., Economic and Statistical Adviser, Madhya Pradesh, Bhopal. 
Menta, R. B., 1040, Wright Town, Jabalpur. 

Mrnocaa, A. C., E 142/2, Professor’s Colony, Bhopal. 

Misra, Saugaur Cantt. 

Nark, Y. S., ‘0.8.p.,’ Directorate of Economics and Statistics, Bena Zeer Buil- 
dings, Bhopal. 

Panicraul, S. N., Accounts Office, Ordnance Factory, Katni. 

Rao, V. SHivacHANDRA, 1183, Modi Bada, Cantonment, Jabalpur. 

Grrawar (Dr.) Samay, Dept. of Economics and Commerce, University of Saugar, 
Saugar. 

Srivastava, Satya Sanat, Professor, S. B. R. College, Bilaspur. 

Varma, (Prof.) K. C., Reader in Economics, Mahakoshal Mahavidyalaya, 
Jabalpur. 


KERALA 


BALaGoPAL, I. P., Ammalu Ammai House, Chembukkavu, Trichur. 
GovinbDan, (Prof.) K. P., Sree Narayana College for Women, Quilon. 

Maruew, E. T., Lecturer in Economics, University College, Trivandrum. 
Narr, K. N., Bata KrisHana, Lecturer in Economics, University College, 
Trivandrum. 

PANIKKAR, LAKSHMANA, K. S., Department of Economics, University College 
Trivandrum. 

Pitual, V. R. University College, Trivandrum. 


ANDHRA 


IveNGAR, (Prof.), Kesava, S. ** Seetha Monohari,”’ Barkatpura, Hyderabad. 
JussaAwALLa, (Mrs.) M. F., Krishna Vilas, Begumpet, Hyderabad. 
LAKSHAMANASWAMY, G., Lecturer in Commerce, S. S. N. College, Narasaraopet, 
Dist. Guntur. 

Ramana, D. V., Department of Economics, Andhra University, Waltair. 

Rao, (Prof.), Govinpa B., “* Dwarka,”’ Shri Krishna Nagar, Guntur 2. 
RANGANADHACHARY, A. V., Lecturer in Economics, W. G. B. College, Bhim- 
varam. 

Razack, (Dr.), ABpuL, H. M. Chartered Secretary, Chirag Ali Lane, Hyderabad. 
Reppy, BALWANTH, M., 3-3-74, Kachiguda, Hyderabad. 

Rorkar, D. K., Dept. of Economics, V. V. College, Hyderabad. 

Sanyasiu, K., Lecturer, W. G. B. College, Bhimvaram. 

Rao, (Dr.), Sarveswara, Department of Economics, Andhra University, 
Waltair. 

SUBHADALUJULIN, N. L. N., Head of the Department of Commerce, Gudivada 
College, Gudivada. 

Sussiag, A., (Lt.), Administrative Officer, 2nd Andhra Bn., Anantapur. 
SUBRAMANIAN, M. K., Lecturer in Economics, Narayanguda 3-4-549, Hyder- 
abad( Dn.). 

SuRYANARAYANA, K. S., Lecturer in Agri. Economics, College of Agriculture, 
Osmania University, Jamia Osmania, P.O. Hyderabad 7. (Dn.). 

Warriar, E. K., Reader in Economics, Shri Venkateshwara University, 
Tirupati. 

AMBIRAJAN, S., C/o Professor K. R. Srinivas Iyengar, Andhra University, 
University Campus, Waltair. 

Ayyar, (Prof.) S. V., Indian Institute of Economics, Hyderabad (Dn.). 

Rao, Prakasa, M. S., Lecturer in Economics, Shri Venkateshwarh University, 
Tirupati. 

NARAYANAN, B. K., 47, Marredpally, Seconderabad (Dn.). 




















2. 


5. 
6. 
7. 
8. 
9. 
0. 
1. 


—_— 
to 


_ 
ad 





LIST OF MEMBERS 469 


RAJASTHAN 


Acarwat, S. R., Lecturer in Economics, S. D. Government College, Beawar. 
Ané6rrisa, A. C, Lecturer in Economics, Government Degree College, Churu. 
Buatnacar, J. N., Lecturer in Economics, Government College, Sirohi. 
Derasari, S. D., Professor and Head of the Department of Economics, Maharaj- 
kumar College, (S. M. K. College), Jodhpur. 

Duar Vipya, Department of Commerce,Birla College, Pilani. 

Dravip, G. G., C/o Tamsukhalal, Baijiki Brahmanpuri, Surojpal, Udaipur. 
Josu1, J. M., Lecturer in Economics, University of Rajputana, Jaipur. 

Mast, (Prof.) M. K., Department of Economics, Government College, Sirohi. 
Maruvur, (Prof.) M. V., University of Rajasthan, Jaipur. 

Naru a, D. D., University of Rajasthan, Jaipur. 

NatTuuraMKA, L. N., Government Degree College, P.O. Shri Ganga Nagar, 
Bikaner Divn. 

Saxena, (Prof.) H. C., Lecturer in Humanities, Government M. P. School, 
Sojat City. 

SHarMA, HaRISHCHANDRA, Lecturer in Commerce, Lohia Colege, Churu. 

Srnou, (Prof.) Doo., Reader in Commerce, Birla College, Pilani. 


ASSAM 


CHAKRABARTI, MADHABCHANDRA, Professor of Commerce, J. B. College, Town 
Station Road, P.O. Jorhat. (Assam.). 

CHaKRAVARTI, (Prof.) K. C., Professor of History and Economics, G. S, College, 
Silchar, P.O, (Lachar). 

Rao, Krisuna, K., Lecturer in Economics, Darrang College, Tezpur. 


BENGAL (WEsT) 


BANERJEE, (Prof.) R. N., 5/3, Mahatma Gandhi Road, Howrah Girls’ College, 
Howrah. 

Basu, (Prof.) Saroz Kumar, 8/C Priyanath Bannerjee Street, Calcutta. 
BHATTACHARJEE, (Prof.) J. P., Director, Rural Economics, Research Institute, 
Santiniketan. 

CHATTERJEE, N. K., 7, Bhuban Chatterfee Lane, Calcutta 6. 

CHAKRABARTRY, S., 4, Priyanath Mullick Road, Calcutta 25. 

CHATTERJEE, Rusy, Ambika Chatterji Road, P.O. Gondapara, Chandernagar. 
Duar, BIMALENDU, 1/6, B Dover Lane, Calcutta 29. 

Donve, W. B., C/o Regional Evaluation Officer, Planning Commission, 8, 
Esplanade East, 2nd Floor, Front Block, Calcutta. 

Guosna, A., 63-B, Landsdowne Road, Calcutta 25. 

Guosn, K. N., 7, Heysham Road, Calcutta 20. 

Guosu, (Prof.) Susratesu, Asutosh College, 3, Jadavpur South Road, Calcutta 
82. 


Gupta, Arun Kumar, 47, Theatre Road, Calcutta 16. 

Gupta, Susrata, 52/A, Kalabagan Lane, Calcutta 33. 

JAMALABAD, (Mrs.) MEERA Ramesu, C/o R. G. Jamalabad Esq., J. Walter 
Thompson Co., 5, Bankshall St., Calcutta 1. 

Moxnor, (Dr.) S. R., Bureau of Economic Studies, 48, Indian Mirror Street, 
Calcutta 13. 

MUKHERJEE, (Prof.) Brvoy Krisana, Gobardanga Hindu College, P.O. Gobar- 
danga Dist., 24 Parganas. 

MUKHARJEE, M. M., Indian Statistical Institute, Planning Division, 2038, B. T. 
Road, Calcutta 35. 

MuKkeErs1, (Dr.) K. M., Professor of Economics, Visv-Bharati University, 
Shantiniketan. 

NARASIMHAN, (Dr.) N. V. A., Indian Statistical Institute, 208, B. T. Road, 
Calcutta 35. 

Nrvoet, J. P., 90, Ballygunj Place, Caleutta 19. 

Pat, Pusnpa CHanpra, L 257A, Netaji Colony, Calcutta 36. 

Sarkar, P. C., “ Tin Sangi ” Santiniketan. 

SEN, (Dr.) S. N., P 772 A, Block P, Calcutta 33. 

Sen, (Mrs.) Santi, P., 772 A, Block P, Calcutta 33. 





THE INDIAN ECONOMIC JOURNAL 


Suan, Taaxor, Assistant Librarian, UNESCO Research Centre, 56A, Barrack- 
pore Trunk Road, Calcutta 2. 

Sen, M. K., 50, Lake Place, Calcutta 29. 

Verstuys, (Dr.), J. D. N., UNESCO Research Centre, P.O. Box No. 242, 
Calcutta. 


Braar 


Bose, A., “* Bose Villa ’”’ South of Road 5, Gardinabagh, Patna. 

Bose, SaILesn Kumar, 9-P.C., Bose Road, Dinapur Cantt., Dist. Patna. 
CHanp, S. K., Senior Lecturer in Economics, Administrative Training School, 
Ranchi. 

Guose, (Smt.) S., C/o Shri Sanat Kumar Ghose, Bhattabazar, Purnea. 

Jna, DrvaKkar, Department of Post-graduate Studies in Rural Economics and 
Cooperation, T. N. J. College, Bhagalpur. 

Kapoor (Prof.) AMAr Natu, New Area, P.O. Kadmkuan, Patna 3. 

La, Ram Nareso, Lecturer, St. Xavier’s College, Ranchi. 

Misra, K. L., Head of Economics Department, G. D. College, Benusarai, 
Monghyr. 

Nanpb! Ramo a (Mrs.), Principal, Magadha Mahila College, Patna. 

NaTHEN, V. V., S.D.O.’s House, Gindih, Dist. Hazaribagh. 

Prasap, (Prof.) Mapan Monan, “ Nath Kuti” Dariyapur, P.O. Bankipur, 
Patna 1. 

Prasap, (Prof.) P. H., Ranchi College, Ranchi. 

Srvga, K. K., 17, M.L.A. Flats, Gardiner Road, Patna. 

Tuaxur, C. P., Planning and Economic Rsearch, Bihar Pradesh Congress, 
Sadaquat Ashram, Patna. 

Trwary, KeEpARNaATH, [malital, Dinapur Cantt. 

Tripatuy, (Dr.) Ram NrraNnJANn, Lecturer in Economics, Patna College, Patna 
5. 

Misra, (Dr.) B. R., University Professor and Dean—Faculty of Commerce, 
Patna University, Patna 5. 

Srneu, AmMrirpuan, D., Head of the Department of Labour and Social Welfare, 
University of Patna, Patna. 


Urrar PRADESH 


AGARWALLA, RANGALAL, P.O. KJatni, Dt. Puri. 

BANERJEE, P. C., Lecturer in Economics, Muslim University, Aligarh. 

Gupta, P. D., Principal, N.R.E.C. College, Khurja. 

Gupta, (Miss) S., Lecturer, Allahabad University, 14, Colvin Road, Allahabad 1. 
Gupta, (Dr.) S. C., 15/96, Civil Lines, Kanpur. 

Gupta, (Mrs.) Vimata, 507 A/2, Laxmi Bhyvan, Chippi Tank, Meerut. 

Misra, (Dr.) A. B., Head of Commerce Department, Gorakhpur University, 
Gorakhpur. 

MuKeErJ1, (Prof.) D. P., Chairman, Department of Economics, Muslim Univer- 
sity, Aligarh. 

LAKSHMI NaRAIN, “ Chandra Villa ’’ Begam Bridge Road, Meerut. 

Nica, R. S., Lecturer, Raj College, Macharatta, Jaunpur. 

Raturi, (Dr.) ANAND, S., Reader, Department of Economics, B.H.U., B, 
12/112 Gauri Ganj, Banaras 1. 

Saxena, (Dr.) R. C., Professor and Head of the Economics Department, Meerut 
College, Meerut. 

Sera, M. L., 14, Vijaynagar Colony, Agra. 

Surncuat, J. N., 3, Khanna Bhavan, Subhasnagar, Bareilly. 

Tuomas, (Mrs.) M., 20, Elgin Road, Allahabad 1. 

Trwakrl, (Dr.) S.G., Professor and Head of the Department of Economics, D.S.B. 
Government College, Nainital. 

Trik#a, Monouar LAL, 184-D, Abu Lane, Meerut Cantt. 

Upapuyaya, K. D., Department of Economics, D.S.B. Government College, 
Nainital. 

VARSHNEY, R. L., Lecturer in Business Administration, Lucknow University, 
Lucknow. 

Maruour, P. M., Education Secretary, Banasthali Vidyapitha, Banasthali. 











rrr PPS 





LIST OF MEMBERS 471 


FOREIGN 


Cuar.es, A. P., C/o Borneo Co. Ltd., Kuching, Borneo, Via Singapore. 

Kuan, A. G., 2622, United Nations, New York (U.S.A.). 

Minuas, (Prof.), Dept. of Economics, Stanford University, Stanford, California, 
(U.S.A). 

Scuoss, (Prof.), HENry H., Department of Economics, Washington University, 
St. Louis, Mo. (U.S.A.,). 

Sines, CHanan, P.O. Box No. 383, Nairobi, (Kenya Colony). 

Tatwar, O., United Nations Bureau of Economic Affairs, P.O, Box No. 20, 
Grand Central Station, New York 17, N.Y. (U.S.A.). 








THE ECONOMIC JOURNAL 


No. 269 MARCH, 1958 Vol. LXVIII 
I. Articles 
EQUILIBRIUM AND DISEQUILIBRIUM : 

MISPLACED CONCRETENESS AND 

DISGUISED POLITICG........0cccc0sc.0000- F. MAcHLUP 
ON PSYCHOLOGICAL TREATMENT FOR 

THE CLASSICS (Review Article) A. L. MAcFIEe 
THE ECONOMIC FRAMEWORK OF 

THEORY OF GROWTH J. H. Power 
THE RATE OF INTEREST, THE MARGI- 

NAL EFFICIENCY OF CAPITAL AND 

INVESTMENT PROGRAMMING W. H. Waite 
THE 1957 INVESTIGATION OF THE 

FINANCIAL CONDITION OF THE 

oe a, Se eer S. E. Harris 
THE PROBLEM OF PEAK, WITH SPE- 

CIAL REFERENCE TO ROAD PASS- 

ENGER TRANSPORT G. J. PonsonBy 
NOTES ON COUNTERVAILING POWER. A. HuNTER 
BRITISH INTER-INDUSTRIAL EARN- 

INGS DIFFERENTIALS 1924-55 P. Happy & M. E. CurrELL 

Reviews 
Noles and Memoranda 
Recent Periodicals and New Books 


MACMILLAN & CO., LTD., LONDON, W.C. 2. 
Application for Fellowship to 
Royal Economic Society, 21 Bentinck Street, London, W. 1. 











ECONOMICA 
Published Quarterly 


86th Year: New Series, Vol. XXIII, No. 94: May, 1957 
CONTENTS 


A THEORY OF SECOND-HAND MARKETS Artuur H. Fox 
THE RELATIONSHIP BETWEEN THE SIZE 

OF JOINT STOCK COMPANIES AND THE 

YIELD OF THEIR SHARES E. Vicror MorGan and Cynraia TAYLOR 
THE DISPUTE IN THE BRITISH ENGINEER- 

ING INDUSTRY ...2897-98 : AN EVALUATION R. O. CLARKE 
CHANGES IN THE DISTRIBUTION OF ° 

HIGHER INCOMES R. G. D. ALLEN 
SOME STRANGE ‘MARRIAGES’ BETWEEN 

THE INCOME-EXPENDITURE LAG AND 

VARIABLE PRICES JOHN SPRAOS 
A NOTE ON MR. SPRAOS’S ARTICLE A. L. Wricat 


A REJOINDER JoHN SPRAOS 


The price of ECONOMICA (New Series) is 8s. 6d. a number, or £1 5s. 
per annum, post free. Copies may be obtained on order from the Publications 
D partment of the London School of Economics, Houghton Street, Aldwych, 
L ndon, W.C. 2, England, to which address all subscriptions and business com- 
munications should be sent. 























THE 
QUARTERLY JOURNAL OF ECONOMICS 
Founded 1886 


Vol. LXXIII May, 1958 No. 2 
A Letter from Adam Smith ......................4. Z. CLARK DICKINSON 
Is the Income of the ‘‘Cadres’’ a special JEAN MARCHAL AND 
CD. GE THIN Pie eckisd-: ccvesiccccicsecdecpinggitedies Jacques LECAILLON 
International Specialization and the Concept 
SF EY TIE A osenncctcchsccscccessSeceesecese Joun SHEAHAN 
What is the Economic System? .................. Davip McCorp Wricat 
The Classical Economists and the Factory 
‘ Acts—A Re-Examination ........................ Mart BiauGc 
A Note on Akerman’s Reconsideration of the 
ST CEE crc ccesccncccccccnccoscsbesseectetts Marc NERLOVE 
Competition, Credit Policies and the Captive 
PIRSSO CORON 060g pnrccagsasqveqesonsenpapsccers Pau H. BANNER 
Location and the Theory of Production......... Leon N. Moses 
A Note on some Welfare Aspects of Foreign 
i cacinisnnnccanspetdtuiinaiieeiabelicineesinewess Econ SoHMEN 


NOTES AND DISCUSSIONS : 
The Business Cycle in the Post-War World: 
Bi TR sccessomsininipersginsinewrecinigienets JamMEs TOBIN 

Edited by E. H. Chamberlin for the 

Department of Economics, Harvard University 

$1.50 per copy, $5.00 a year; 3 years, $14.00; 
pecial Student Rate, $3.00 a year. 

Order from THE HARVARD UNIVERSITY PRESS 
CAMBRIDGE 88, MASSACHUSETTS ~ 














THE MANCHESTER SCHOOL 
of 
Economic and Social Studies 


Vol. XXVL., No. 1. January, 1958. 
CONTENTS 

Unlimited Labour: Further Notes W. A. Lewis 
Estimates of Elasticities of Demand for Exports of 

the U.K. and U.S. 1921-1938 RayMonp E. ZeELDER 
An Indian View of the Expenditure Tex On PRAKASH 
A Note on Professor Rostow’s “ Take-Off” into Self- 

Sustained Economic Growth D. C. Norta 


Books received. 
Published Three Times a Year. 


The annual subscription is tv-enty shillings (transatlantic subscriptions’ 
8 U.S. dollars), post free. Single copy Seven shillings and Six pence (1 U.S- 
dollar), post free. 


Subscriptions should be sent to the Secretary, ‘‘ The Manchester 
School,’’ Economics Department, The University, Manchester, 13, England. 


























REVIEW OF ECONOMIC STUDIES 


Vol. XXIV(1) No. 63 October 1956 
CONTENTS 

Factor Proportions and the Hecksher-Ohlin Theorem R. W. JonEs 
The General Theory of Second Best R. G. Lipsey & 
K. J. LANCASTER 

Second Thoughts on Capital-Intensity of Investment M. Doss 
The Measurement of Excess Capacity in Retailing R. H. Horton 
Price Policy with a Branded Product I, F. Pearce & 
L. B. AMEY 

Customs Unions from a single Country View-point F. GEHRELS 
Dr. Klein’s Interpretation of Leontief’s System M. MorIsHIMa 
A Reply L. R. Kiem 
Mr. Ritter on Monetary and Fiscal Policy L. Turvry 


Annual Subscription 15s. per Vol. (3 issues) post free 
5s. per issue, 5s. 3d. post free 
U.S.A. and Canada, $.4 per Vol. 


Cheques should be made payable to the Review of Economic Studies. 






























ECONOMETRICA 


Journal of the Econometric Society 
Contents of Vol. 23, No. 4, October 1955, include : 

Vol. 25, No. 1. CONTENTS January 1957 
ARTHUR SMITHIES: Economic Fluctuations and Growth.................. 
TJALLING C. KOOPMANS AND MARTIN BECKMANN: Assignment 

Problems and the Location of Economic Activities......................000+5 
R. L. BASMANN: A Generalized Classical Method of Linear Estimation of 

Se BR Gh STORE BIN, o cin cnivcccsecccccocccccecsccosccesencccacececece 
HARRY M. MARKOWITZ AND ALAN S. MANNE: On the Solution of 

BSOD TCI | Ra oc icc cccdnccccccecccccces scstotessecostoccececoes 
H. THEIL: Linear Aggregation in yon ogg Discs cceveserecemnssane 
G. STUVEL: A New Index Number Formula..................cccccsssesessssees 
A. CHARNES AND W. W. COOPER: Non-linear Power of Adjacent Ex- 

treme Point Methods in Linear Programming.................0ccesseseeeeeees 
W. J. BERGER AND EDWARD SAIBEL: Power Series Inversion of 

TG BCU Bib ececcccosesaresentateccsascccccsceqesccseccqcesepevecoensetegeece 
H. UZAWA: Noteon the Rational Selection of Decision Functions niapneeawne 
S. FUJINO: A Theory of Economic Fluctuations in a Capitalist Economy— 

Economics of Cycles and Growth, by Michio Morishima (A Review 

i cctintketaccocneipehcnceepecdencerensettvensniupietaeteceesececeveseeceuseoseeseeese 
BOOK REVIEWS. 
ANNOUNCEMENTS AND NOTES. 

COMMUNICATIONS, ANNOUNCEMENT AND NOTES. 

Published Quarterly Subscription rate available on request 

The Econometric Society is an international society for the advancement 
of economic theory in its relation to statistics and mathematics. 

Subscriptions to Econometrica and inquiries about the work of the Society 
and the procedure in applying for membership should be addressed to Rossen 
L. Cardwell, Acting Secretary, The Econometric Society, The University of 
Chicago, Chicago 37. Mlinois. U.S.A. 





























THE JOURNAL OF POLITICAL ECONOMY 
Edited by Earl J. Hamilton 
in Co-operation with the Other Members of the 
Department of Economics of the University of Chicago 
The February 1957 issue will contain 
The Theory of Underemployment in Backward 


TRGRIMAG. 20. ccrccccscscccqsccceccssochesesstacehooseveceess Harvey LEIBENSTEIN 
Perfect Competition Historically Contemplated............ Georce J. STIGLER 
Convex Indifference Curves and Diminishing Marginal 

BI ccccencegescecsccnncenccccssscebousnestoasconegnbooebesentaeonanes W. M. Gorman 
A Statistical Illusion in Judging Keynesian 

Models..............+2++see+2++++e+eMILTON FrreDMAN and Gary S. BECKER 
An Economic Theory of Political Action in Democracy....../ ANTHONY Downs 
The Corporate Income Tax in the Long Run........................M. A. ADELMAN 


Books Reviews and Books Received 


Founded in 1892. Published bimonthly: February, April, June, 
August, October, December. Subscription rate $6.00 per volume. Single 
copy $1.50. Special rates: $5.00 per volume for faculty members teaching 
business or economics, $3.00 per volume for graduate students in business 
or economics. Canadian postage 40 cents. Foreign postage 75 cents. 


THE UNIVERSITY OF CHICAGO PRESS 
5750 Ellis Ave, Chicago 37, ILLINOIS. 











AMERICAN ECONOMIC REVIEW 


CONTENTS 

Volume XLVIII March 1958 Number 1 
ARTICLES 

Institutionalism and Welfare Economics _ om M. A. CoPELAND 
Changes in Retailers’ Buying ... .. R. P. Mack & Victor ZARNOWITZ 
The Supply of Storage ... aod ous M. J. BRENNAN 
Foreign Trade, Balanced- Budget ‘Multipliers F. D. Hotzman & ARNOLD 

ZELLNER 

The Clayton Act : Sleeping Giant of Antitrust ? re R. W. HaRBESON 
COMMUNICATIONS 

Time-Preference and Economic Growth aaa ...  Wasstiy LEonTIEF 
Neutralization of Currency Flows ook mn oe M. VALENTINE 
Intermediaries and Monetary Theory ... oss .. J. M. GULBERTSON 
Reply — ine .. J. O. Currey & E. S. Suan 


The AMERICAN ECONOMIC REVIEW, a quarterly, is the official publica- 
tion of the American Economic Association and is sent to all members. The 
annual dues are $6.00. Address editorial communications to Dr. Bernard F. 
Haley, Editor, AMERICAN ECONOMIC REVIEW, Stanford University, 
Room 220, Stanford, California; for information concerning other publica- 
tions and activities of the Association, communicate with the Secretary- 
Treasurer, Dr. James Washington Bell, American Economic Association, 
North-western University, Evanston, Illinois. Send for information booklet. 




















Vol. XXXIII December, 1957 
THE ECONOMIC RECORD 


The Journal of the Economic Society of Australie and New Zealand 


The Australian Economy, September, 1956..............seecesseees H. W. ArnptT 
The New Zealand Economy, 1956/57...........sccsecseeeseceeeeeees C. G. F. Smaxin 
ARTICLES 

Balance in the World Food Position...............-sseeese++ Sim SamMuAL WapDHAM 
Some recent Advances in Statistics..............sccccccsescssesseseeees E. J. HANNAN 
The 1946-7 Transaction Table...................+ caiay gueeeiens Burcess CAMERON 
Company Mergers in Australia.............scccccccssccsscssccseescececess J. BUSHNELL 
A Model of the Trade Cycle...,.........cccccccsssesccscscsccccecersecees H. R. Hupson 
NOTE 

Four Years of Retail Trading Surveys in New Zealand............ J. W. Rowe 


News and Notes 


Single Copies 12/6d (Australian) Annual Subscription 25/-(Australian 
MELBOURNE UNIVERSITY PRESS 
The University, Melbourne, N. 3, Victoria, Australia. 

















The Canadian Journal of Economics and Political Science 
Volume XXXIV, Number 1. CONTENTS February, 1958 


Puzzles of the ‘“* Wealth of Nations ” Artuur H. CoLe 


Demographic Trends in Canada, 1941-56, and A. H. LENEVEU AND 

Some of Their Implications Miss Y. KaSAHARA 
Changing Structural Factors in Canada’s Cyclical 

Sensitivity, 1903-54 G. ROSENBLUTH 
Confederation and Responsible Government NorMAN WarD 
Regional Decentralization of Government Departments 

in Britain Joun S. Harris 
The Movement towards Labour Unity in Canada EuGENE ForsEy 
The Impact of the Post-War Industrial Expansion 

on Ontario’s Agriculture W. M. DrummonD 
NOTES AND MEMORANDA : 
Seasonal Unemployment in Canada, 1951-57 DovucGias HarRTLE 
Some Reflections on Central Banking in Canada J. N. WoLFe 
Canada’s Birth-Rate Homer H. ASCHMANN AND 


Huca G. J. AITKEN 
REVIEW ARTICLES : 
Canada’s Economic Prospects Harry G. JoHNSON 
Hungary: Russias Pyrrhic Victory Denis SMITH 


REVIEWS OF BOOKS CURRENT TOPICS 


Annual Subscription $6.00. Single copies $1.50 
Subscriptions may be sent to 

THE UNIVERSITY OF TORONTO PRESS 

Toronto 5, CANADA. 









































Some Recent Publications of 


GOKHALE INSTITUTE OF POLITICS 
AND ECONOMICS 


POONA 4 
(INDIA) 


. 84—Poona: A Re-Survey (The Changing Pattern of 
Employment and Earnings). By N. V. Sovani, D. P. 
Apte, R. G. Pendse, 1956, Royal 8 vo. Pp. 550, 
Price Rs. 15 cr 25 s. or $ 3.50. 


. 85—Working of Bompay Tenancy Act, 1948, Report of 
Investigation. By V. M. Dandekar, D. J. Khudanpur, 
1957, Royal 8 vo. Pp. 194, Price Rs. 7-50. 


‘0. 36—Food Control in Bombay Province 1939-1949 By 
V. S. Patwardhan, Royal 8 vo. Pp. 250, Price 


Rs. 7-50. 


werercerat asl aaracaat (In Marathi). 
san—fa. a. aigac anf y. wr. aa. 
TS FeT—or® fH. & B-4o A. FT. 


* 


FORTHCOMING PUBLICATIONS 


Survey of Fertility in Rural Areas of Bombay 
Deccan. By Kumudini Dandekar. 











A History 
of the Dollar 
By ArtTHuR NUSSBAUM. 
Here, in an engaging and 
concise volume, is a com- 
plete history of the American 
monetary system. Tracing 
its growth from early colonial 
times to the present, the 
author explains how the 
system has functioned at 
various stages of development 
and how it has influenced the 
course of American history. 
(Columbia) $4.50 
Essays 
in the Theory 
of Economic Growth 
By Evsey D. Domar. This 
is a collection of nine essays 
each of which represents an 
application of the rate of 
growth to a specific economic 
problem. $4.50 


Soviet 
Transportation 
Policy 
By Ho.tianp Hunter. This 
is the first comprehensive 
account of Scviet transporta- 
tion to be made available 
outside the USSR. 

(Harvard) $8.50 


Development Banks 

By Witu1AM Diamonpb. This 
book opens with a definition 
of development banks and 
examines the process of in- 
vestment, experiences of 
developed countrics, and the 
problems of formation and 
operation of development 
banks. (Johns Hopkins) $3.00 


OXFORD 
UNIVERSITY PRESS 














INDIAN ECONOMIC 
ASSOCIATION 


Managing Committee 
for the year 1958 


President 


Dr. M. H. Gora (Madras) 


Hon. Secretary and Treasurer 
Prof. N. V. Sovani (Poona) 


Hon. Local Secretary 
Dr. Baljit Singh (Lucknow) 


Members 
Porf. B. R. SHznoy (Ahmedabad) 
Dr. B. N. GaNcuuii (Delhi) 
Prof. J. J. ANJARIA (Delhi) 
Dr. D. T. Lakpawata (Bombay) 
Prof. M. V. Mataur (Jaipur) 
Dr. Sapasuiv Misra (Cuttack) 
Prin. P. C. MaLnorra (Bhopal) 
Dr. M. M. Menta (Bhopal) 
Prof. S. D. Bau (Nagpur) 
Dr. S. N. SEN (Calcutta) 


Dr. G. RAMKRISHNA REDDY 
(Bangalore) 


Dr. R. L. Saparwat (Ludhiana) 








Printer: V. G. Moghe, Place of Printing: Bombay University Press, Bombay 1. 
Editor & Publisher : D. 'T. Lakdawala, Place of Publication: U.S. E. S., Bombay 1. 


(26-5-1958) 








